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Senate Joint Resolution No, 23, by Senator Dunklee, approved by the 
Thirty-ninth General Assembly at its First Regular Session, 1953, provided: 
"l-lHEREAS, It has become very apparent that a study is necessary of 
the tax system and its structure in the State of Colorado; and 
WHEREAS, There are some 287 ear-marked funds, most of which are 
statutory; and 
WHEREAS, rt is highly important to every individual within our State 
that the most efficient tax system be worked oui for the benefit of all of 
our State, now therefore, 
Be it resolved by the Senate of the Thirty-ninth General Assembly of 
the State of Colorado, the House of Representatives concurring herein: 
That the Legislative Council, created by S, B. No. 18 which was adopted 
by this General Assembly, if said bill is approved by the Governor, is hereby 
directed to make, as one of its first and foremost assignments, a thorough 
investigation and study of the tax system and its structure in the State 
of Colorado, with special emphasis upon the feasibi.l i ty of un-earmarking as 
many ear-marked funds as possible in view to accumulating this money in the 
General Fund so that tho representatives of the people can distribute it 
equitably at the annual sessions. The Council shall report its findings 
and recommendations thereon to the Second Regular Session of the Thirty-
ninth General Assembly." 
Therefore, in compliance with the provisions of this resolution, the 
Legislative Council through its staff undertook an analysis of Colorado's 
several state taxes and the ear-marking of the revenue therefrom. The first 
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phase of the study was presented in Research Publication No. 1, entitled 
Colorado's Fund Structure, and set forth the extent and nature of the ear-
marking of state revenues, Following the completion of this phase of the 
subject, the Council undertook to prepare analyses of the sources of the 
revenues, and it placed first emphasis upon the major sources of revenue 
to the General Fund and also the property tax. 
The Council took particular note of the income tax for these reasons: 
a. Each session of the Legislature brings greaterddemands for General 
Fund appropriations. 
b. The income tax is the major single source of General Fund receipts. 
c. At each session of the Legislature there are several major amend-
ments to the income tax law proposed and debated, most of which 
affect the revenue from said tax. 
Consequently, the Council felt that it was necessary to make as detailed 
and thorough going analysis of this tax as its resources permitted, and in 
J;his regard, the services of Dr. Earl Crockett, Professor of Economics, 
University of Colorado, were secured to make the study. Dr. Crockett has 
completed studies on this and other state tax problems from time to time 
during his twenty years in the field of government finance in Colcrado, and 
he is recognized as one of Colorado's more informed authorities on state 
taxes. 
The material presented herein is factual in its nature and does not 






purpose, as set forth in the authorizing resolution, is to provide the , 
members of the General Assembly with a report on the investigation and study 




THE COLORAIXl INCOME TAX --------
SECTION I -- SUMMARY 
1. Colorado's income tax dates back to 1937. Previously, 31 states 
had enacted income tax measures. At first the Colorado tax was a meager 
revenue producer. However, during the time since 1937 (15 full years of 
tax collections) the revenue trend has been sharply upward. Reasons for 
increasing revenue include the following: (1) an ever-rising level of 
income going to the people of the state, (2) amendments to the law, especi-
ally in 1947, when rates were raised and exemptions lowered, and (3) 
improvement in tax a_dministration. As a consequence, by 1953 net income tax 
collections ($18t156,000) represented over 60 per cent of general fund 
revenue. 
2. As in most other states, the Colorado income tax applies to both 
individuals and corporations. In Colorado individuals pay about three-
fourths and corporations one-fourth of the total tax. Exclusions from 
gross income, adjusted gross income and net taxable income correspond closely 
with the Federal law. This .greatly simplifies the tax for both taxpayers 
and the Revenue Department. 
3. Ten states in addition to Colorado, in the western half of the 
nation have income taxes. Colorado compared with these ten Pacific Coast, 
Rocky Mountain, and neighboring Plains states show the followingz 
a) Colorado's permanent tax rates on individual income (1% - 10%) are 
second highest (North Dakota being highest) among the 11 states. 
b) Due to variations among the states relative to exemptions, the 
split-income and Federal income tax deductibility features, etc., a com-
parison of effective tax rates for various income levels is advisable. 
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c) For most income levels, effective tax rates in Colorado are either 
third or fourth highest among the 11' states of the West. In the low income 
brackets Oregon, Utah and Idaho have higher .rates, while in the upper brackets 
of income.California, North Dakota and Oregon tend to have higher effective 
rates than Colorado. States with lowest effective rates (all levels of 
income) are New Mexico, Kansas, Montana, Arizona and Oklahoma. 
d) States with generally heavier corporation income taxes than Colorado 
are Idaho, North Dakota, and Oregon. Those with .lower rates than Colorado •s 
permanent rate of 5 per cent are California, Kansas, Montana, New Mexico, 
Oklahoma and Utah. 
e} Seventeen per cent of Colorado's state revenue comes from the income 
tax. This is slightly above the average of the 11 states, the range being 
5 pe~ cent (New Mexico the lowest) and 47 per cent (Oregon - the highest state}. 
4. During the last 15 years the impact of the Colorado income tax, 
· particularly as it affects individuals, has been greatly broadened. In 
1939, only 4 per cent of the people paid an income tax. However, by 1953 
~ 
the number had increased to 25 per cent. Thus the tax has changed from a 
levy on the wealthy to a levy on a majority of householders. 
5. Since Colorado passed her income tax law in 1937 Federal income tax 
rates have sharply risen. Consequently, the impact of the income method of 
taxation has become much heavier than formerly if both State and Federal 
taxes are cohsidered together. For example, the average per capita income 
tax paid in Colorado (Federal and ~tate) in 1939 was $7.08. Eleven years 
later by 1950, the average per capita tax had risen to $129.24. Since 1950 
the average has probably declined slightly although final figures are not 
yet available. 
6. With the broadening scope_ of the Colorado tax, accompanied by 









filed with the Department of Revenue has sharply increased. In 1939, only· 
. 65,000 (taxable and non-taxable returns} were filed. By 1953 the· total had 
grown to 434,000. This increase has significantly added to the administrative 
. load in the Revenue Department. 
7. Since 1942, when the Department of Revenue assum.edresponsibility 
for inc-ome tax adminm tration, cost of collection of the tax has averaged 
2.77 per cent of total tax revenue. The percentage has remain,d fairly 
constant from year to year. 
8. This study includes a report on several special income tax issues. 
They include the followings 
a) A 2 per cent surtax on income from intangibles was imposed in the 
ori~nal law of 1937. It was considered a replacement tax for-the old ad 
valorem levy on intangib1e property which had been repealed the same year, 
1937. Since then intangible income exemptions have been introduced and 
currently are $600 per taxpayer. As a result of these exemptions few people 
now pay a surtax on intangible income (only 17,879 individuals in 1952). 
Surtax rq,enue amounts to approximately $1,000,000 annually. As changes in 
the law have largely nullified the surtax effects originally desired, there 
is less justification than previously, for continuing this special levy on 
intangible income. Perhaps the General Assembly might well re-examine this 
surtax issue. 
b} The proper amount permitted for personal exemptions is almost con-
tinuously an issue in Colorado, as well as elsewhere. Several times in the 
past, following changes in the Federal law, exemptions in Colorado have been 
reduced. Now there is some consideration being given to raising exemptions, 
perhaps $100 per taxpayer, spouse and dependent. If this were done an 
estimated loss of about $900,000 revenue annually would result. Host of the 
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benefits of the tax reduction would go to the smaller income receivers. 
c) Another proposal receiving some consideration is to amend the 
Colorado income tax so as to permit the split-income method of tax calcula-
tion for a married couple. At present the Federal government permits this 
method of calculation. If Colorado were to adopt the spli t-incc:,me method 
an estimated reduction of $2,700,000 of income tax revenue would occur. 
Most of the benefits from this reduction would go to taxpayers in the higher 
income brae ke ts • 
d) Another issue relating to the income tax is the gross income tax 
proposal. A gross income tax could either supplement or replace the current 
Colorado net income tax. It is now being utilized in several states and 
numerous cities (largely in Pennsylvania and Ohio). When applied to business, 
the gross income tax is considered a multiple sales tax. When applied to 
individuals, all income is included without deductions or exemption~. The 
·tax produces a great deal of revenue. 
e) In 1953, the Colorado General Assembly amended the income tax law, 
by introducing a special levy on gross income from the production of crude 
oil and natural gas. As this special levy is actually a severance tax 
rather than a net income tax, it will be discussed in a separate report. 
f) In 1954, the Colorado General Assembly provided for a tax-withholding 
plan for collecting the income tax on wa~es and salaries. The new system 
was introduced July 1, 1954. The Federal Government, five other states and 
various cities are now utilizing this method of tax collection. The Colorado 
law requires the withholding of an amount equal to 4 per cent of that withheld 
for the Federal income tax. 
g) Another issue regardin~ the Colorado income tax is whether or not 



















gross income of the Federal income tax paid by a taxpayer. About one-half . 
of the income tax states of the nation do not permit such deduction, ·should 
Colorado make this cha~ e in her law, estimated additional annual revenue 
of about $9½million would be forthcoming. Most of this additional revenue 
would come from individuals in the .middle and upper brackets of .income. 
Thus, effective tax rates would become more progressive than at present (now 
they are regressive on the higher incomes), However, due to the fact that 
the Federal government permits deduction of the state income tax from adjusted 
gross income for Federal tax purposes, the larger income taxpayers would 












SECTION II -- HISTORICAL DEVELOPMENT 
A. Historic!!.._Summ~ -- United States 
In the United States the net income tax, as a regular and important· 
revenue measure, is a Twentieth Century development. The tax had been 
tested and proven by various foreign countries, notably England, long before 
it gained a foothold here. In our country the real beginning was the intro-
duction of an income tax in Wisconsin in 1911 and by the national government 
in 1913. Both measures taxed corporations as well as individuals. 
The modern development of the income tax at the state level is shown 
in Table 1. 
TABLE I 
STATES Winl INCOME TAXES SHOWING DATES WHEN lAWS WERE ENACTED 
State Income Tax Enacted State Income Tax Enacted --
1. Wisconsin 1911 19. Utah 1931 
2. Mississippi 1912 20. Vermont 1931 
3. Connecticut (l) 1915 21. Alabama 1933 
4. Montana 1917 22. Arizona 1933 
5. Massachusetts 1917 23. Kansas 1933 
6. Missouri 1917 24. Minnesota 1933 
7. New York 1917 25. New Mlxico 1933 
8. North Dafo}a 1919 26. Iowa 1934 
9. Delaware 2 1921 27. Louisiana 1934 
10. North Carolina 1921 28. California 1935 
11. New Hampshire ( 2) 1923 29. Oklahoma 1935 
12. South Carolina 1926 30. Pennsylvania(l) 1935 
13. Virginia 1926 31. Kentucky 1936 
14. Arkansas 1929 32. Colorado 1937 
15. Oregon 1929 33. Maryland 1937 
16. Georgia 1931 34. District of Columbia 1939 
17. Idaho 1931 35. Rhode Island (1) 1947 
18. Tennessee 1931. 
(1) Corporation income tax only 
(2) Personal income tax only 
Source: Tax Systems, 11th ~dition, Corrnnerce Clearing House. 




It may be seen that there was a rather continuous but slow increase in the 
ntlmoer of" states, until the onset of the depression of the thirties, when 
the movement gained rapid momentum. However, the development almost came 
to an end by 1939 as only one state, Rhode Island, has been added to the list 
since that time. This stoppage or check to the further development of state 
income taxation was primarily due to rising prosperity of the war years and 
since, and to the near-preemption of the field by the national government 
beginning with drastic changes in exemptions (downward), and rates (upward) 
in 1941. 
Currently, 30 states have both a corporation and personal income tax, 
three states have a corporation income tax only, while two states apply 
the tax only to persons. In addition to the 35 income tax states indicated 
in the table, at least four other states in the past have enacted measures 
which were either invalidated for constitutional reasons, or else were 
repealed. These states were Illinois and Washington (laws, unconstitutional) 
and ~outh Dakota and West Virginia (laws, repealed). 
B. ~orical Development -- Colorado 
After enactment of the Wisconsin income tax law of 1911, the Colorado 
Tax Commission officially recommended a similar revenue measure for this state. 
The first recommendation came in 1912 and was repeated almost biennially over 
a period of 20 years. The Tax Commission's interest in an income tax was 
largely a desire for reform of the property tax which had proven very inade-
quate relative to intangible property. 
In 1922, the Colorado State Tax Revision Committee was formed to sponsor 
an income iax amendment to the constitution. This committee was backed by 
!'armers who wished property tax relief as well as by others who were generally 
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initiated and presented to the poople of the state but was defeated in the 
November election of 1922. 
During Governor William E. Sweet's administration in 1923 and 1924 
efforts were made under his leadership to obtain an income tax but to no 
avail. Economic recovery was under way and the state was again receiving 
property tax revenue suff ident to match its expenditures without very much 
difficulty. Consequently, for a few years tax reform was largely forgotten. 
In 1932, two ini Hated income tax amendments were submitted to the 
people of the state and both voted down. Although, due to the great depres-
sion, the state was having considerable financial difficulty, there was 
effective organized opposition to the adoption of an income tax. Another 
measure was sul:mitted to the people by the General Assembly in 1933 and 
again voted down, however, this ti~e by a narrow margin. 
Some legal authorities expressed the opinion that Colorado could legally 
establish a graduated income tax even though the constitution was not amended. 
There was precedent for such a decision in a number of states whose constitu-
tions contained uniformity clauses similar to the constitutional limitation 
in Colorado. 
Such legal opinion, together with past failures in amending the consti-
tion, induced the legislature of 1935 to pass a graduated income tax bill. 
The bill allocated the proceeds of the tax to the support of public schools 
and required a corresponding reduction in tho property tax for the support 
of these schools. However, Governor ~dwin C. Johnson vetoed the bill, 
stating that in his opinion the measure was unconstitutional. The House 
failed by two votes to over-ride the Governor's veto • 
Apparently nothing was left to do except to make another attempt at 
amending the constitution. Accordingly, the same legislature submitted an 
amenrlment to the constitution which, if adopted by the people, would clearly 
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remove any constitutional question as to the power of the legislature to 
pass a graduated income tax law. The measure was approved in the House by 
a unanimous vote. In the Senate only three votes were recorded against the 
amendment. 
This amendment appeared on the election ballot of November 1936 as 
Amendment No. 2. During the summer and fall preceding election, consider-
able debate occurred throughout the state -- in the press, over the radio 
and in public forums -- relative to the issue. Organized groups supporting 
the income tax amendment included the State Federation for the Graduated 
Income Tax Amendment, the Colorado Education Association; Colorado State 
Grange, Colorado Farmers• Union, Colorado Farm Bureau, Denver Central 
Committee of the American Federation of Labor, and Colorado Congress of 
Parent Teachers Association. Also several newspapers, including the ~cky 
Mountain~, endorsed the proposal. 
Most frequent arguments presented in favor of the amendment were: 
(1) Thirty-two other states already had successful income taxes, (2) a 
graduated income tax is in accordance with tax-paying ability of the people, 
(3) the amendment would make it possible for the state to cori\ribute tax 
revenues to local units of government including schools, (4) instead of 
hopelessly trying to tax intangibles as property, the legislature could 
tax the income derived from these intangibles, and (5) the income tax would 
relieve the tax burden upon owners of real estate including homes and farms. 
Principal arguments against the amendment were: (1) an income tax 
would drive industry out of the state, and (2) people of Denver would be 
required to pay most of the state tax, whereas, principal benefits from the 
tax would be received by schools in other parts of the state. 
















a majority of 8,125 votes. 
The amendment added a new section to Article X of the Constitution as 
follows: 
"Section 17. . Income Tax. The General Assembly may levy income 
taxes, either graduated or proportional or both graduated and propor-
tional for the support of the State, or any political subdivision thereof, 
or for public schools, and may, in the administration of an income tax 
law, provide for special classification or limited taxation or the 
exemption of tangible and intangible personal property." 
Finally, after years of struggle, uncertainty and defeat, the legislature 
had clear authority to enact a graduated income tax. Accordingly, a measure 
was introduced in the Thirty-first General Assembly, January, 1937. 
After heated debate, espedally in the Senate, and after considerable 
compromise, the bill was finally passed and signed by Governor Ammons June 
3, 1937 to become effective the first of July of the same year. 
C, Provisions of the Law of 1937 
Briefly, the law of 1937 levied a tax on the individual net incomes of 
all residents, and of non-residents if derived from sources within the state, 
from corporations and fr9m fiduciaries. 
A single person was allowed an exemption of $1,000 and a married person 
or the head of a family, $2,500. For each dependent, other than husband or 
wife, a further exemption of $400 was allowed. 
Tax rates upon net income of individuals after exemptions were applied 
as follows: 
Net Income Per Cent 
Under !2,000 1 
t2, 000 and under $4,000 2 
$4,000 and under $6,000 3 
$fi,000 and under $a, ooo 4 
$8, 000 and under $10,000 5 
All over $1 o, 000 6 
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In addition, without exemptionsj a surtax of 2 per cent was impQsed 
upon the income received by individuals from intangible property. This 
surtax was in lieu of all property tax levies upon intangibles which pre-
viously had legally been included under the property tax. 
Corporations were required to pay 4 per cent on their entire net income 
and banks, trust companiesv financing and loan associations 6 per cent. 
Various non-profit organizations were made exempt under the law, 
Income tax revenue was earmarked in a special fund for the support of 
public schools of the state. The revenue was to be distributed as a replace-
ment for local property tax levies. 
Fiduciaries. The Colorado law, in accordance with usual practice among 
the states, required fiduciaries to file income tax returns and to pay an 
income tax whenever there was tax liability. A fiduciary, for income tax 
purposes, is a person who holds in trust an estate to which another has a 
beneficial title or interest, or who received and controls income of another, 
such as trustees, execut@rs, and admin~~rators. The exemptions and rates 
correspond to those contained in the personal income tax and statistically 
the revenue collected should be included as personal income tax receipts. 
Tax collections from fiduciaries have never represented more than a 
small fraction of total receipts. However, the provision for taxing fiduci-
aries is important -- otherwise this trust device could provide an important 
means of income tax avoidance. 
D. Amendments to the Income Tax Law of 1937 
Significant amendments may be summarized as follows: 
193~} - 65 per cent of the income tax revenue was diverted from the 
school fund to the state's general fund. 









- l ,J -
on income from intangibles. 
1 !'.!47 - Earmarking was completely abandoned t the 'general fund being 
given all revenue. 
1947 - Personal income tax exemptions (normal tax) were made $750 
each for the taxpayer, his spouse and each dependent. 
Rates .were increased as shown below. The table compares the new rates 
those 
$ 
in the original law of 1937. 
PERSONAL INCOME TAX --
Net Income 1947 (per Cent) 1937 (Per Cen!J 
Under $ 1,000 .1 1 
1,000 to $ 1,999 1½ 1 
2,000 to 2,999 2 2 
3,000 to 3,999 2b 2 
4,000 to 4,999 3 3 
5,000 to 5,999 4 3 
6,000 to 6,999 5 4 
7,000 to 7,999 6 4 
a;ooo to 8,999 7 5 
9,000 to 9,999 8 5 
fo,ooo to 10,999 9 6 
All over 11,000 10 (i 
SURTAX ON INCOME FROM INTANGIBLES 
Exemption 
1937 





CORPORATION INCOME TAX 
Tax Rate (Per ~nt) 
~ ••••••••••••••• 1937 
General Coroorations,... • • • • • • • • • • • • • • ·4 






1950 - Income tax rates, on a temporary basis, were reduced 20 per· cent 
for all taxpayers -- individual and corporate. This temporary 
reduction of 20 per cent has periodically been reenacted and 
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curr on tly ( 1954 ) is still in effect. 
1951 - $600 exemption was permitted for income from intangibles (2 
per cent surtax), $600 also was made the standard exemption 
for each taxpayer, spouse and dependent for the normal tax. 
1954-- A payroll withholding tax plan was introduced to become effec-








currently (1954) is still in effect. 
1951 - $600 exemption was permitted for income from intangibles (2 
per cent surtax). $600 also was made the standard exemption 
for each taxpayer, spouse and dependent for the normal tax. 
1954 .• - A payroll withholding tax plan was introduced to become effec-















SECTION III -- THE PERSONAL INCOME TAX 
Need for Analy1,ing Taxes Separ~l.l• As in most other jm-isdictions 
of this country, Colorado's income tax law is a combination personal and 
corporation income tax. Therefore, the two taxes (personal and corporate) 
are often considered together when reporting tax yields, when discussing 
administrative problems, etc. However, it may be beneficial when analyzing 
the income tax to make a separation between the two. By considering the 
personal (individual) and the corporation income taxes separately, one may 
learn whether or not om tax is being unduly stressed as compared with the 
other (judged by rates, exemptions, tax collections, etc.) Also it is easier 
to mako comparisons among the several states. 
A. Qualitative Analrsis of ~ersonal Income Tax 
A brief descriptive outline of Colorado's personal income tax, as 
indicated by legislation, administrative rulings and court decisions, follows. 
Also from time to ti.mo comparisons will bt indicated relative to the Federal 
government and to other states. 
Gross Income. Gross income for Colorado personal income tax purposes 
corresponds to the gross income definition for corporations. It is an all-
inclusive concept comprising all income from whatever source derived unless 
specifically excluded by law. 
Exclusions From Q!:oss I~~. 1. Income, such_ as interest on Federal 
bonds, which may not be taxed because of the Federal Constitution; 
2. Life insurance benefits by reason of the death of the insured; 
3. Return of premiums under life insurance, endowment or annuity 
contracts, except that at least 3 per cent of the cost of annuities is 
taxahle annual.ly, if received; 
4. Gifts, bequests and inheritances; 
- 16 -
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5. Benefits from accident, heal th or workmen •s compensation insurance; 
6. Stock dividonds; 
7. Rental value of a parsonage or rectory; 
8. Until termination of the state of war, $2,000 per year of compensation 
received for service in armed forces, mustering-out payments and payments to 
dependents; 
9. Refunds from cooperatives on living expenses. 
Business Deductions From Gross Income to Obtain ,Adjusted Gross I~come. 
1. Trade or business expenses of others than employees; 
2. Travel and lodging expenses in connection with employment; 
3. Reimbursed expenses in connection with employment; 
4. Deductions regularly allowable on property for the production of 
rents or royalties; 
:..J 
5. Ccmmutation expenses; 
6. 50 per cent of gains from capital assets held over six months; 
7. Gambling losses, to the extent of gambling gains • 
..,. 
Personal Deductions From Adjusted Gross Income. Resident individuals 
on a full calendar year basis with adjusted gross income of $5,000 or less 
may compute their normal tax in accordance with a tax table prescribed by 
the Department of Revenue. This table (see Table 2) reflects standard 
personal deductions (10 per cent of adjusted gross income) plus an amount 
for Federal income taxes paid. 
Individuals with adjusted gross income above $5,000 may also use a 
standardized deduction amounting to 10 per cent of adjusted gross income 
or n,ooo, whichever is the lesser, plus an amount equal to their Federal 
Income Tax, 


















T A B LE 2 
TAX TABLE FUR AD,TUSTED GROSS INCOME OF $52QO OR LES~ (1953) 
TAX TABLE Read down the columns below unt!I you find _the line coverin·g tlle total income you entered as item 7, Page 1. Then read across to the column headed by the number corresponding to the number of exemptions claimed in item I, Pago I Enter the la• you find there 01 item 8, Page 1 
U T(lota] Income tn 
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Ju1d th• 11M111ber of He111ptlon1 clo,111td 
111 lteM 1, Page I, It-
2 3 4 5 
Yoar normal tas t.-
8.90 4.90 1.20 0 
9.40 5.20 1.40 0 
9.80 5.50 1.70 0 
10.20 5.70 2.00 0 
I 0.60 6.00 2.30 0 
11.10 6.30 2.60 0 
11.50 6.60 2.80 0 
11.90 6.90 3.10 0 
12.30 7.10 3.40 0 
12.70 7.40 3.70 .oo 
13.20 7.70 4.00 .20 




































































































































































personal deductions are itemized, the following are permitted in the law: 
(1) Interest paid, but not that already deducted under business expenses; 
(2) Contributions, not exceeding 15 per cent of net income, made for 
religious, charitable, scientific, literary or educational purposes, or for 
the prevention of cruelty to children or animals; 
(3) Taxes, except the following: state income taxes, taxes on inheri-
tance, estates and gifts, .federal excise, liquor and tobacco taxes, special 
assessments and water rent; 
(4) Losses arising from fire, storm, shipwreck, or othe~ casualty, or 
for theft and if not compensated for by insurance or otherwise; 
(5) Bad debt losses; 
(6) Medical and dental expenses in excess of 5 per cent of adjusted 
gross income, but not exceeding $1,250 for individuals claiming a single 
exemption. Additional maximums ·are set for those with more than one exemp-
tion depending upon the number of exemptions, however, not to exceed $5,000 
for one taxpayer. 
(7) Traveling expenses to and from the place of employment up to $75 
for entire year (standard fixed amount), or if more than $75, as shown by 
a carefully prepared itemized expense account. 
Similarity to Federal and Other State Income Tax Laws. The definition 
"< 
of gross income, the specific exclusions from gross income, and the business 
and personal aeductions from gross income to obtain net income as outlined 
above, are provisions very similar to those in the Federal and other state 
income tax laws. One notable exception may be mentioned. It is not custom-
ary to permit a personal deductian for the expense of travel to and from 
one's regular place of employment. This provision was first permitted in 



















B, Colorado Compared with Other Stat!~ in the Region 
For various comparative purposes, including this income tax analysis, 
it is helpful to compare Colorado with the states in the western half of the 
nation. The 97° Meridian is the approximate dividing line separating East 
from West. On this basis the 'Hest includes not only the traditionally re-
garded 11 western states, but also the tier of states extending from North 
Dakota to Texas. It is advantageous to include these neighboring plains 
states in any Colorado study, as many of the geographic and economic features 
are similar, In other words, Colorado is a state of the plains as well as 
of the mountains. 
By following this regional arrangement we see that the states of the 
West are the ones listed in Table 3 (also shown on accompanying map). Among 
these 17 states, 11 have income taxes, all of which apply the tax to both 
individuals and corporations, Consequently, in our comparative analysis, we 
shall include these 11 states with income taxes, 
TABLE 3 
STATES IN THE WEST SHOWING THOSE WITH INCOME TAXES 
State Income Tax State Income Tax 
Arizona Yes North Dakota Yes 
California Yes Olt.1.ahoma Yes 
Colorado Yes Oregon Yes 
Idaho Yes South Dakota No 
Kansas Yes. Texas No 
Montana Yes Utah Yes 
Nebraska No Washington No 
Nevada No Wyoming No 
New Mexico Yes 
S TA TE S WES T, 0 R 
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Personal Exemptions. The personal exemptions permitted in the income 
tax of Colorado and of the other western states are shown in Table 4. 
TABLE 4 
PERSONAL EXEMPTIONS PERMITTED IN COLORADO AND IN THE OTHER 
TEN INCOME TAX STATES OF THE li~!?_2~!:_ 
Single Married Each Additional for Taxpayer or Spouse 
State Individual Coupl!_ Dependent Blind Over 65 Years -
COLORADO $ 600 $1200 $600 $600 $600 
Arizona 1000 2000 600 500 
California 2000 3500 400 500 
Idaho 700 1500 200 
Kansas 600 1200 600 600 
Montana 1000 2000 300 
New Mexico 1500 · 2500 200 
North Dakota 600 1500 600 600 
Oklahoma 1000 2000 500 
Oregon 600 1200 600 600 
Utah 600 1200 600 ---
Source: State Tax Guide,~, Commerce Clearing House • 
Colorado's $600 exemption per taxpayer, spouse 1 or dependent is the 
same as that in four of the 11 states being compared. Deviations from this, 
the most connnon pattern, are generally in the form of permitting higher 
exemptions for the taxpayer and spouse (California, the extreme, permitting 
$2,000 for a single person and $3,500 for married couple) am somewhat· 
lower for dependents (New Mexico, permitting only $200 per dependent). 
Col.orado is the most liberal state among the 11 relative to the blind and 
to those over 65 years of age, $600 additional exemption is permitted in 
each case. Colorado is the only state in the ~est permitting exactly the 
same exemption arrangements as those in the Federal law. (1953) • 
ii,· 
Net Taxable Income. After deducting personal exemptions from net income, 
the remainder is net taxable income. This latter is the base for applying 
tax rates. 
- 23 -
Personal Income Tax Rates. Table 5 shows a summary of tax rates for 
all states with personal income taxes. Minimum and maximum rates are indi-
cated as well as the levels of income at which the maximum rates are applied. 
In some states the quoted rates have been modified through amendments as 
indicated at the bottom of the table. Moreover, six states with community 
property laws and Oregon through special provision, permit a split-income 
calculation of_the tax. This arrangement keeps the effective tax rate 
(after a certain level of income is reached) lower than otherwise would be 
the case. (Note Tables 7 and 8 which indicate effective tax.rates.) Also 
a modifying factor of great significance is whether or not a state permits 
deduction of the federal income tax from the state tax base. Those states 
which do permit such deduction have taxes whose effe.ctive rates are greatly 
reduced in the middle and upper brackets of income. Seventeen of the personal 
income tax states permit such deduction: Alabama, Arizona, Colorado, Georgia, 
Idaho, Iowa, Kansas, Kentucky, Louisiana, Minnesota, Missouri, Montana, New 
Mexico, North Dakota, Oklahoma, Oregon, and Utah. In addition, Delaware, 
Massachusetts and South Carolina permit a limited deduction for Federal 












T A B L E 5 
SUMMARY OF PERSONAL INOOME, TAX RATES, ALL STb_'!'ES, 1954 
State Rate Range (Per Cent) Max. Rate on Income Over: 
Colorado (1) 1-10 . $ 11,000 
Alabama 1½-5 5,000 
Arizona (2) 1-4½ 7,000 
Arkansas 1-5 25,000 
California ( 2) 1-6 25,000 
Delaware 1-6 100,000 
District of Columbia 2-),_4 15 ,ooo 
"' Georgia 1-7 20,000 
Idaho (2) (3) 1½-R 5;000 
Iowa 3/4-3 3/4 4,000 
Kansas 1-4 7,000 
Kentucky 2-6 8,000 
Louisiana 2-6 50,000 
Maryland 2-5 (Investment Income) 500 
2 Other Income 
Massachusetts 7.38 (interest & dividends, 
capital gains) 
Minnesota (5 1.845 (annuities) (4) 
3.075 (Business income) 
Minnesota (5) 1-10 20,000 
Mississippi 2-6 25,000 
Missouri (6) 1-4 9,000 
Montana 1-4 6,000 
New Hampshire (7) 4.48 ---
New Mexico (2) 1-4 100,000 
New York 2-7 9,000 
North Carolina 3-7 10,000 
North Dakota 1-11 15,000 
Oklahoma ( 2) 1-6 7,500 
Oregon ( 2) 2-8 ""a,ooo 
South Carolina 2-5 . 6,000 
Tennessee ( 8) 6 
Utah 1-5 4,noo 
Vermont 1½-5-½ 5,000 
Virginia (9) 2-5 5,000 
Wisconsin I 14,000 1-~ 
(1) Colorado: tax is reduced 20% for year 1954-55. 
(2) Arizona, California, Idaho, 1ouisiana, New Mexico and Oklahoma: community 
property states in which one-half of community property income is taxable 
to each spouse. Oregon also permits a split-income calculation. 
(3) Idaho: Reduced $5 for each dependent and after 1953 by 15% of. computed tax. 
(4) Massachusetts: Tax on business income reduced in 1954 'by 25%. 
(5) Minnesota: a surtax equal to 5% of the above rates and a tax of $5 per 
annum in addition are imposed for years, 1948-59. 
(6) Missouri: Rates ar.e not bracketed, but applied on entire incane. 
(7) New Hampshire: On interest and dividends only. 
(8) Tennessee: On interest and dividends only. 
(9) Virginia: Tax reduced 10-20% depending upon amount of income. 
Source: State Tax Guide, 1954, Commerce Clearing House. 
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CHART 
MINIMUM AND MAXIMUM INDIVIDUAL INCOME TAX 
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TABLE 6 














$ 1,000 ••••••••••••• 1% 
$ 1, ooo •••••••••••.• 1~ 
$ 1,000. • • • • • • • • • • • • 2% 
$ 1,000 ••••••••••••• ~ 
$ 1,000 ••••••••••••• 3% 
$ 1,000. • • • • • • • • • • • • 4% 
$ 1,000 ••••••••••••• 5% 
$ 1,000. • • • • • • • • • • • • 6% 
$ 1,000 ••••••••••••• 7% 
$ 1,000 ••• • •••• , • • • • 8% 
$ 1,000. • • • • • • • • • • • • 9% 
$11 , 000. , •••• , •••••• 1 0% 
Surtax on intangible income 
over t600 - 2% 
For taxable year 1954-55 










$1,000 •••••••••••••• 1% 
t 
,~ 
1,000 •••••••••••••• 1? 
1,000 •••••••••••••• 2% 
$1,000 •••••••••••••• 2~ 
$1,000 •••••••••••••• 3% 
$1,000 •••••••••••••• 3~ 
$1,000 •••••••••••••• 4% 
$7,000 •••••••••••••• 4~ 
California 
1st$ 5,000 ••••••••••••• 1% 
2nd$ 5,000 ••••••••••••• 2% 
3rd$ 5,000 ••••••••••••• 3% 
4th$ 5,000 ••••••••••••• 4% 
5th$ 5,000 ••••••••••••• 5% 








$] ,ooo •••..•••.••••• 1~ 
$1 , 000. • • • • • • • • • • • • • 3% 
$1,000 •••••••••••••• 4% 
$1,000 •••••••••••••• 5% 
$1,000. • • • • • • • • • • • • • 6% 
$5,000 ••••••••. • • • • • • 8% 
Kansas 
1st $2,000 •••••••••••••• 1% 
Next $1,000 •••••••••••••• 2% 
Next $2,000 ••••••••• , •••• 2½% 
Next $2,000 •••••••••••••• 3% 
Over h, 000. • • • • • • • • • • • • • 4% 
Montana 
1st $2,000 •••••••••••••• 1% 
2nd $2,000 •••••••••••••• 2% 
3rd $2,000, • • • • • • • • • • • • • 3% 
Over $6,000 • .t • • • • • • • • • • • • 4% 
Minimum tax n 
New Mexico 
1st$ 10,000 •••••••••••• 1% 
2nd$ 10,000 ••••••••••.• 2% 
Next$ 80,000 •••••••••••• 3% 










$ 3,000 ••••••••••••• 1% 
1,000 ••••••••••••• 2% 
$ 1,000 ••••••••••••• 3% 
$ 1,000. • • • • • • • • • • • • 5% 
$ 1,000 ••••••••••••• 7~ 
:$ 7,000 ••••••••••••• 10% 
$15,000 ••••••••••••• 11% 
Oklahoma 
1st $1,500 ••••••••••••• , 1% 
2nd $1,500 •••••••••••••• 2% 
3rd $1,500 •••••••••••••• 3% 
4th $1,500,, •••••••••••• 4% 
5th $1,500., •••••••••••• 5% 








$ 500 •••••••••••••• 
$ 500 .••.• •••.•••.• 
$1,000. , ••••••••• , •• 
$1,000 •••••••••••••• 
$1,000 •••••••••••••• 
$4,000 . .•..•.•.••..• 
$8' 000. 0 •••••••••••• 
Utah 
1st $1,000 •••••••••.•••• 1% 
2nd $1 , 000. • • • • • • • • . • • • • 2% 
3rd $1 , 000 ••••• , • • • • • • • • 3% 
4th $1,000 .............. 4% 
Over $4 , 000 •••••• , . • • • • • • 5% 
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Source: State Tax Guide, 1954, Commerce Clearing House. 
Perhaps the above rates may best be evaluated and compared by referring 
to the discussion in the next se~tion. 
Comparative Income Tax Liability for Different Income Levels Among the 
States in the West, A comparison of income tax rates among the states, as 
shotm in previous tables, may be very misleading. For example, Colorado's 
rate of 10 per cent on incomes over $11,000 appears to be much higher than 
California's maximum rate of 6 per cent on incomes above $25,000. However, 
when all of the income tax provisions are considered in both states, the 
facts indicate that California's tax on large incomes is considerably heavier 
than Colorado's. 
Income tax provisions which are principally responsible for making 
difficult a meaningful comparison of specific tax rates among the states are 
the following: (1) Varying amounts permitted among the states for personal 
exemptions and credits fof dependents, (2) Variations pertaining to the Federal 
income tax (some states permit such deduction, others do not), and (3) ~hether 
- or not the state permits a split-income calculation for married couples. All 
these provisions are taken into consideration, as well as specific tax rates, 
in the comparative calculations shown in the following tables and figures. 
Total tax liability and effective tax rates for selected levels of income 
among the various states are the means by which significant comparisons can 
be drawn. 
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\ .. T A B LE 7 
.., 
AMOUNT OF N'Ol01.AL TAX LIABILITY,' SEIBCTED IBVEI.S \ ' OF INCOME, THE ELEVEN 
·~ 
INCOME TAX STATES OF THE WEST, FOR INCOME EARNED IN 1954 
'-'- Tax Liability fo~ried Couple with No Dependents Whose Net Income ti) Is: 
State i2zOOO !3,000 $5,000 $10 2000 $20,000 !1002000 i200,ooo $500,00.Q. 
·, -
' COLORADO $6 $16 $44 $200 $786 $3,767 $6,049 $12,305 
. Arizona None 9 30 114 405 2,073 3,326 7,068 
J. 
Ca] ifornia None None 15 65 230 4,290 10,290 28,290 
... 
Idaho 6 17 54 207 697 3,175 5,081 10,471 
/ 
Kansas 8 16 48 181 473 1,,912 3,003 6,058 -
Montana 1 9 34 163 456 1,910 3,000 6,056 
' New Mexico None 4 21 62 136 1,161 1,971 4,998 
s..,-
-
,._ North Dakota 5 13 34 
"-
269 1,007 5,262 8,559 17,496 
.. Oklahoma None 9 26 115 482 2,729 4,429 9,048 ,. 
Oregon 15 39 114 331 866 3,705 6,046 12,430 
Utah 8 23 46 277 640 2,441 3,811 7,872 
'.1) Before deductions for personal exemptions or Federal income tax credit, where 
permitted. 
~),. 








EFFECTIVE TAX RATE, SELECTED LEVEI.S OF INCOME, THE ELEVEN INCOME 
TAX ~TATES OF THE WEST, FOR INCOME EARNED IN 1954 
Effective Tax Rate for Married Couple With No Dependents Wh.2!!,_Net Income.Ji) I!: 
_s_ta_t_e ______ $ __ 2 __ ,_0_00_$3,ooo $5,ooo ho,ooo $20,oog_ $100,000 $200,000 $500,22£ 












































































(l) Before deductions for personal exemptions or Federal income tax credit, 
where permitted. 
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highest, for all levels of income in Colorado, Idaho, North Dakota and 
Oregon. The state with uniformly lowest effective rates is New Mexico. 
States tending to fall somewhere near the middle range of rates regardless 
of income level are Arizona, Kansas, Montana, and Oklahoma. California 
and Utah have effective rates which differ considerably from the general 
pattern of rates among the other states. In California, rates are extremely 
low upon the lower brackets of income. This is because of general exemp-
tions accompanied by a slow progression of rates. However, as income reaches 
the $100,000 level, the effective rate of 4.3 per cent in California is 
second highes• among the states under comparison, while the effective rate 
of 5.7 per cent on a $500,000 income is nearly double the next highest 
rate. California's high effective rates on large incomes are largely be-
cause no deduction is permitted for Federal incane taxes. Utah's effective 
rate varies in an opposite manner from that in California. The tax is 
relatively heavy on small incomes and then becomes moderate or even low as 
the level of income increases. 
The relative position of Colorado among the other 10 states in the ~est 
with income taxes can perhaps best be seen by an examination of Charts 2 to 5. 
-
- 31 ~ 
CHART 2 
EFFECTIVE TAX RATE FOR MARRIED COUPLE, NO DEPENDENTS, 
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EFFECTIVE TAX RATE FOR MARRIED COUPLE, NO DEPENDENTS, 



























EFFECTIVE TAX RATE FOR MARRIED COUPLE, NO DEPENDENTS, 
1954 INCOME, THE ELEVEN STATES IN THE WEST W 1TH INCOME .TAXES 
/ 
20,000 NET INCOME 
~-. ,. 
State 
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CHART 5 
EFFECTIVE TAX RATE FOR MARRIED COUPLE, · NO DEPENDENTS, 
1954 INCOME, THE ELEVEN STATES IN THE WEST WITH INCOME TAXES 
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C. Quantitative Aspects of the Personal Income Tax 
This section compares Colorado's personal income tax with the same tax 
in the other states of the West from the standpoint of aggregate income tax 
receipts. Also yearly comparisons are made relative to aggregate receipts 
in Colorado since 1939 (the first full year of collections). 
Table 9 shows personal income tax revenue in each of the 11 western 
states with income taxes, by years, 1939 to 1953. It may be seen that the 
trend has been upward in total receipts in every state. However, the rates 
of increase vary considerably among the states. These aggregate amounts 
indicated in the table are difficult to compare, as each state differs re-
garding population, wealth, total income, etc. 
Table 10 is more easily analyzed. Personal income tax receipts are 
expressed as percentages of total tax receipts in the various states for 
the years since 1939. These percentages indicate the extent to which the 
tax has been stressed· in comparison with all other taxes. Throughout most 
of the years, the states of Oregon, California, Idaho, Colorado, and Montana 
have depended upon the tax relatively more than the other western states. 
However, there have been changes in the position of the states from year to 
year. Percentage-wise, the personal income tax has never been very impor-
tant in New Mexico and Oklahoma. 
The current (1953) comparative importance of the personal income tax 
among the states is shown in Chart 6. Oregon obtained one-third of its 
state revenue in this form of taxation; while the next highest state, Idaho, 
received about on~-half as much relatively. Colorado's 12.2 per cent rep-
resented the fourth highest among the states. This was relatively about 
one-third that of Oregon's 33.6 per cent but fofr times that of New Mexico's 
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T A B LE 9 
r PERSONAL INCOME TAX REVENUE1...THE ELEVEN INCOME TAX STATES 
r 
IN THE WEST, 1939-1953 (OOO's caitted) 
Year Colo. Ari :r.. Calif. Idaho Kans. Mont. N. Mex. N, Dak, Okla, Ore, Utah - --
1939 1,361 372 20,672 520 1,325 435 268 Z75 2,469 3,338 680 
r. 1940 2,074 462 19,572 704 1,315 543 215 309 2,403 3,775 795 1941 2,260 510 20,293 898 1,542 660 259 400<1 >2 ,425 4,720 888 
i~ r 1942 3,096 815 29,038 898 2,572 852 384 554(l)3,573 7,175 1,277 I ,.. 
! 
\ 
1943 4,087 1,270 39,351 1,917 4,237 1,202 494 1,084 4,524 10,938 2,051 
.._ 
1944 4,157 1,617 48,323 2,664 4,971 1,347 537 1,511 5,523 8,028 2,427 
1945 3,599 1,498 47,133 2,912 5,501 1,445 522 1,821 7,286 10,901 2,310 
1946 3,630 1,841 44,946 3,120 5,499 1,589 552 1,614 5,571 14,487 2,579 
._ 
1947 5,487 2,615 51,221 4,523 7,062 2,283 955 2,458 7,578 19,972 3,177 
1948 6,976 2,594 49,482 5,525 9, '715 3,075 1,199 4,122 6,924 30,863 3,398 
1949 11,189 3,010 50,178 5,882 11,931 4,125 1,483 4,948 8,067 35,863 4,210 
1950 11,284 2,669 60,500 5,406 8,313 3,687 1,546 3,697 a,300(1) 4,111 
3,500 (l) 
29,460 
1951 12,397 6,393 10,224 4,435 2,056 3,812 8,766 35,946 5,992 
75,516 
~ 
1952 14,053 4,915 91,176 6,752 10,941 5,325 2,235 4,091 9,695 42,825 7,303 , 
1953 13,594 5,643 94,324 6,706 11,799 4,898 2,165 3,561 9,175 43,600 5,272 
(1) Estimated -
Source: §_!ate Financ~, U. S, Bureau of Census 
'} 
) 
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T A B LE 10 
PERSONAL INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL TAX ---
"' REVENUE, THE ELEVEN INCOME TAX STATES ~E liEST.z 1939-1953 
Year Colo. Ariz. Calif. Idaho Kans. Mont!.-?!: Mex. N. Dak. Okla. Ore. Utah 
1939 4 .5% 2.8% 9.4% 5.9% 4.2% 4.<>% 2.0% 2.9% 4.6% 16.4% 4.4% ~ 
1940 6.1 2.5 7.6 6.0 3.4 4.7 1.4 2.2 4.3 14.8 4.7 
~ 
191, 6.2 2.8 7.0 6.9 3.9 5.3 1.6 2.7 4.2 16.3 4.9 
194 2 8.0 3.4 8.7 6.9 5.8 6.0 2.1 3.0 4.8 20.0 6.2 "\ 
)' 
1943 10.0 5.3 11.1 14.2 8.8 8.6 2.6 6.1 6.3 27.5 9.2 
1944 10.1 6.3 12.6 18.8 10.5 8.2 2.6 7.8 7.4 21.3 10.8 
1945 8.5 6.6 11.7 20.7 11.6 10.0 2.4 9.7 8.6 27.8 10.4 ,,,_ 




1947 9.0 6.9 8.8 18.4 9.4 11.6 2.9 9.3 6.4 30.1 10.5 
1948 9.1 5.3 7.1 19.4 10.5 13.4 3.1 13.1 5.2 36.0 8.7 -
1949 13.2 6.4 6.7 19.8 11.7 16.1 3.3 13.7 5.6 36.4 9.8 ,.,-
-:-
1950 12.6 5.6 7.5 18.0 7.0 12.3 3.0 9.5 5.3 29.5 9.3 
1951 12.4 5.3 7.9 18.7 8.3 13.1 3.5 9.0 5.0 32.8 12.0 
1952 13.3 7.0 8.6 17.8 8.2 14.4 3.4 9.3 5.2 33.4 13.5 ' I .... 
1953 12.2 7.6 8.3 17.3 8.6 13.1 3.l 8.o 4.7 33.6 10.6 







PERSONAL INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE TAX 
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Another comparison is shown in Table 11. By relating total personal 
income tax collections to the total state populations, an average per capita 
figure is obtained which can be useful in making comparisons among the 
states as well as for analyzing any particular state's collections over the 
years. Per capita personal. income tax receipts have always been highest in 
Oregon and lowest in New Mexico among the western states. Colorado's per 
capita receipts were very near the average until 1949. Since then the amount 
in Colorado has been slightly higher than average. 
Chart 7 shows the per capita personal income tax receipts in 1953 for 
the 11 states in the west with income taxes. Colorado's $9.50 per capita 
was third from the highest, the median state being Utah with a per capita of 
$7.15. However, Colorado's amount corresponded rather closely with the 11-
state arithmetic mean of $8.82. 
Chart 8 shows changes occurring in Colorado since 1939. The average 
per capita personal income tax revenue rose almost without interruption 
from a low of $1.23 in 1939 to a high of ~10.21 in 1952. There was a slight 
decline to $9.50 in 1953. 
Table 12 and Chart 9 show changes from year to year since 1939 regarding 
the average personal income tax paid (per taxpayer) in Colorado. There has 
been a remarkably high degree of stability in the average figures in spite 
of an upward trend in both tax rates and total collections. This situation 
is largely due to an expanding number of taxpayers because of both a rise in 
personal incomes and a lowering of personal exemptions. Another factor has 
been an increase in Federal income taxes, leaving relatively less income per 
individual to be taxed by Colorado. 
Finally, in this section, Table 13 analyzes Colorado's personal income 







,:; T A B LE 11 
-- PER CAPITA PERSu NA L INCOME !!!.JlliYENUE 1 THE E LE!fil! --
'-
INCOME TAX STATES Ili_!!!§...!.EST, 1939-1953. 
Year Colo. Ariz. Calif. Idaho Kans. Mont. N.Mex. N.Dak. Okla. Ore. Utah Avera~(l) 
-- 1939 $ 1.23 $ .BO $3.10 $ 1.01 $ • 72 $ .79 $ .52 $ .43 $1.06 $ 3.13 $ 1.27 $1.28 
1940 1.85 .95 2.88 1.35 .72 .98 .41 .48 1.03 3.49 1.46 1.42 
1941 2.00 1.01 2.91 1.70 .86 1.18 .48 .63 1.04 4. 28 1.60 1.61 
-.. 1942 2.70 1.53 3.93 1.71 1.43 1.54 .71 .90 1.73 6.29 2.24 2.25 
1943 3.61 2.13 5.00 3.66 2.34 2.28 .92 1.87 2.18 9.43 3.42 3.35 
1944 3.56 2.34 5.77 4.98 2.74 2.76 .99 2.82 2.42 6.39 3.77 3.50 
' 1945 3.23 2.51 5.42 5.21 3.02 3.19 1.00 3.57 3.51 8.35 3.88 3.90 
.... 
1946 3.39 3.23 4.95 5.98 3.07 3.56 1.07 3.16 2.54 11.05 4.32 4. 21 
' 
1947 4.84 4.39 5.41 8.63 3.76 4.78 1.82 4~58 3.30 13.93 5.00 5.49 
'-.,< 1948 6.10 4.03 5.04 10.52 5.05 6.30 2.19 7.62 3.03 19.98 5.31 6.83 
v. 
1949 9.33 4. 28 4. 97 10.04 6.30 8.07 2.60 a.so 3.52 21.88 6.28 7.80 
,._ 
1950 9.03 3.68 5.76 9.40 4.46 6.56 2.45 6.34 3.42 19.73 6.07 7.00 
1951 9.26 5.80 7.13 10.78 5.33 7.42 2.98 6.10 3.93 23.57 8.62 8.27 
1952 10.21 6.10 8.27 11.44 5.61 9.04 3.14 6.76 4.28 27.49 10.30 9.33 
1953 9.50 6.57 8.28 11.03 5.89 8.29 2.99 5.93 4.05 27.35 7.15 8.82 
(1 )...Eleven state average 
Source: State Government Finances, Bureau of Census. 
- 41 -
CHART 7 
PER CAPITA PERSONAL I N C O M E T A ·x 
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Ca..ORADO PER CAPITA, PERSONAL INCOME TAX REVENUE COMPARED WITH PER CAPITA 
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T A B L E 12 
COLOR.AOO PERSONAL INCOME TAX EXPRESSED AS AVERAGE PAYMENT ---------------------------
PER TAXABLE RETURN, 1939-.1953. 
Average Payment Average Payment 
Per Tal!~le Per Taxable 
Return Year Return - --
39.17 1947 48.25 
45.12 1948 31.21 
45.50 1949 53.07 
47.84 1950 48.19 
45.BO 1951 51.54 
42.50 1952 43.29 
35.72 1953 37.42 
46.00 Average (15 yrs)43.87 
(1 J Calculated by dividing total personal income tax revenue by tot al 
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T A B LE 13 
COLOJu\DO PERSONAL INCOME TAX EXPRESSED BY: TOTAL REVENUEp AND 
~RCENTAGES OF_!1,!:.,1AX REVENUE, TOTAL INCOME PAYM~ 
ANO FEDERAL PERSllNAL INOOME TAX REVENUE FROM CU I.ORADJ, 1939-1953. ---
Colorado Personal Income Tax Revenue Expressed 
Colorado 
as Percentafe ofs 
All Colo.Sate Total Income Federal Personal 
Personal Income Revenue Payments Income Tax Revenue 
Year Tax Revenue from Colorado~2i 
1939 $ 1,361,000 4.5 .24 22.2 
1940 2,074,000 6.1 .35 22.9 
1941 2,260,000 6.2 .33 9.5 
1942 3,096,000 8.o .31 4.6 
194:l 4,087,000 10.0 .36 4.0 
1944 4,157,000 10.1 .37 3.8 
1945 3,599,000 8.5 .28 2.7 
194fi 3,630,000 7.1 .26 2.9 
1947 5,487,000 9.0 .33 3.6 
1948 6,976,000 9.1 .40 5.6 
1949 11,J 89,000 13.2 .66 ft.7 
1950 11,284,000 12.6 .61 7.1 
]951 12,397,000 12.4 .58 
1952 14,053,000 13.3 .61 
J 953 13,594,000 12.2 .57 
(1) Fiscal years 
(2) Figures since 1950 are not yet available 
Source: Statistics of lncome for 1950, U.S. Treasury Department; 





















state revenue, of total income payments in the state and of total Federal 
persona] income tax revenue collected from Colorado. All three comparisons 
for the years since 1939, are good indicators of what has been happening 
to the personal income tax in the state. 












SECTION IV -- THE CORPORATION INCOME TAX 
In most of the states with income taxes, the corporation tax is closely 
integrated with the tax upon indiviciuals. This is true in Colorado. Interest 
in both taxes deve1 oped ,ioi.nt ly: both were established at the same time 
(1937) as parts of one income tax law and both are administered by the same 
governmental agency (Income Tax Division of the Department of Revenue) • 
A. ~rguments f'or Corooration Income Tax • 
Specific reasons advanced for applying a tax upon the net income of 
corporations include the following: 
(1) It is considered diffic~lt adequately and fairly to tax corporations 
upon all of their assets (tangible and intangible) under the property tax • 
Consequently, there is the alleged need for some supplemental revenue measure 
such as the income tax. (2) The income tax is said to avoid some legal 
difficulties as compared with most other revenue measures relative to the 
taxation of corporations doing business in interstate commerce or in more 
than one state. (3) It is considered desirable to supplement the individual 
income tax with a corporation income tax because of absentee ownership of 
varicus corporations doing business in Colorado. 
B. Corp0ration Income Tax Rules and Regulations in ~1orad,,, 
Exempt Organization~. Host states imposing an income tax grant exemp-
tion to certain designated corporations. 1'he principal requirement placed 
upon Jegi.slative bodies in granting such exemption is that those granted be 
reasonable. 
The following organizations are exempt from the Colorado corporation 
income tax: 
(1) Labor, ai~ricuJ tura] or horticultural organizations, 
(2) Fn,tHnal benefit societies, 
_ 47 _ 
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(3) Non-profit cemetery companies, 
(4) Charitable corporations and churches, 
(5) Non-profit business and civic leagues, 
(6) Non-profit pleasure clubs, 
(7) Local benevolent life insurance associations, 
(8) Mutual ditch, irrigation or other similar companies, 
(9) Mutual casualty insurance companies, 
(10) Voluntary employees' beneficiary associations, 
(11) Teachers' retirement fund associations, 
(12) Insurance companies, 
(13) Credit unions, 
(14) Employees 1 .pension and profit-sharing trusts. 
The above exemptions follow very closely those permitted by the Federal 
government. Also there is little variation among the 11 western states 
relative to exempt organizations. 
Gross Income. Gross income under the Colorado law includes, in general, 
compensaHon for personal and professional services, business income, profits 
from sale of property, interest, rent, dividends, and gains, profits, and 
income derived from any source whatsoever, unless exempt from the tax by law . 
.,, 
The above concept of gross income is very comprehensive. It follows 
closely the definition used by the Federal government and most other states. 
Exclusions from Gross Income. Gross income includes income from what--
ever source der:i.vcd except the following: 
(1) Income which may not be taxed under the provisions of the United 
States Constitution, for example, interest on U.S. Government Bonds. 
(2) Amounts received under a life insurance contract by reason of the 





















(3) Return of premiums under life insurance, endowment or annuity 
contracts, except that at least 3 per cent of the cost of annuities is 
taxable annually, if received. 
(4) Property acquired by gift, devise, bequest or inheritance. 
(5) Stock dividends. 
(6) 85 per cent of dividends received from other corporations. 
Here, again, the Colorado law follows rather closely the Federal law 
as well as the laws of most other states. However, some states exclude 
two additional kinds of income not excluded in Colorado, namely: (1) Capital 
gains and (2) Interest upon obligations of the state or its political sub-
di visions. 
A few states have adopted the Federal net income tax base as the state 
tax base and thereby exclude from gross income exactly the same items as 
are excluded under Federal law. An advantage of this arrangement is greater 
simplicity for the taxpayer in calculating his tax and for the tax adminis-
trator in auditing the tax return. A possible disadvantage is that unpre-
dictable and uncontrollable (by the state) changes may occur in the Federal 
law. Moreover, a state using the Federal income tax base would be unable 
to include for tax purposes (as Colorado is now doing) interest on state 
and municipal bonds. 
Deductions from Gross Income. The following 1 are Colorado allowable 
deductions from corporation gross income: 
(1) Ordinary and necessary business expenses, salaries, traveling 
expenses and rentals. 
(2) Interest paid on indebtedness, except that created to purchase 
tax exempt securities, and amounts paid by savings and loan associations 
nn share capita1, share accounts, and savings accounts. 
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(3) All taxes except state income taxes, estate, inheritance and gift 
taxes anrt special assessments J however, corporations al locating income to 
Colorarlo may deduct taxes on net income paid to another state. 
(4) Uncompensated losses. 
(5) 1osses from the sale of capital assets, up to $2000 maximum. 
(6) Bad debts. 
(7) Reasonable allowance for depreciation, obsolescence and depletion. 
(8) Charitable gifts not to exceed 5 per cent of net income computed 
without the benefit of this section. 
(9) Rebates to members and customers of cooperatives. 
The law permits no deductions for the following: 
(1) Amounts spent for permanent improvement or betterment. 
(2) Restoration of property for which depreciation allowance has been 
taken. 
(3) Life insurance premiums on policies for the benefit of the payor. 
(4) Deductions against wholly exempt income. 
(5) Losses incurre~in transactions between a corporation and a majority 
stockholder. 
(6) Shrinkage of property value not through depreciation or depletion. 
(7) Loss from wash sales of securities. 
A11 the deductions ann specific denial of deductions from gross income 
in the CoJorarlo law are similar to those contained in the laws of other 
states, most of which follow the lead of the Federal income tax. One impor-
tant exception until 1954 is worthy of a brief discussion. The Federal 
G<ivernment and some states permit a deduction for losses sustained in pre-
vious and, or subsequent years. This deduction ( not permitted in C01 orado 























Carry-Forward and Carry-Back Net Loss Deduction. Only the Federal 
government and seven states permit a deduction for losses occuring in years 
other than the current one under consideration at a particular time. These 
jurisdictions together with their carry-forward or carry-back provisions 
are shown in Table 14. 
T A B L E 14 
FEnF.RAL AND STATF, CORPORATION INCOME TAX LAWS PERMITTING A NET-l.OSS 




























(1) The Co.lorado law (Chapter 62, Session Laws of i;olorado, 1954) permits ---- - - ---- -net capital loss or net operating loss to be treated as a short-term 
capital loss within a four-year period succeeding taxable year. Such 
loss, in excess of capital gains, can be deducted from gross income, 
An advantage of the carry-over and carry-back loss deduction is that 
fluctuating income is not unduly penalized in comparison with constant and 
steady income. ~ithout such provision, principal victims are recipients 
of casual income, those invo.1 ved with capital gains and losses, new and 
risky business and small business, 
' 
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A disadvantage of permitting the deduction is that the tax is made 
more complicated and difficult to administer. This is especially true 
relative to the carry-back provision, as refunds may be required and con-
siderable time may elapse before accounts can be closed. Another possible 
disadvantage is that the yield of the corporation income tax may be reduced 
considerably when carry-forward or carry-back deductions are permitted. 
Allocation of Incom.!.2f Corporations Receiving P~of Income from 
Out-of-State. In Colorado, corporations are liabJe for payment of tax on 
all net income from sources within the state. In the case of corporations 
whose gross income is derived from sources both within and without the 
state, direct allocation is made when such a method clearly reflects the 
net income which should normally be subject to the tax. In cases where 
direct allocation is impossible, apportionment should be made on the basis 
of ownership of property and revenue from sales within and outside of the 
state. Should this method also be impracticable a special formula for allo-
cation may be developed subject to approval by the Department of Revenue. 
Tax Ra~. Table 15 shows the tax rates applied to corporation net 
income in the 11 states of the ~est with income taxes. Eight states, in-
cluding Colorado, have a proportional or flat rate, while three states apply 
progressive rates. However, these three states graduate the rate, in each 
case, so rapidly that the max:i.mum is reached with a relatively small cor-
poration income. 
Returns. In Colorado, all corporations except those exempt from the 
tax must file a return on o-r: before the 15th of the fourth month fallowing 
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CURPORAT ION INCOME TAX RATES ---------------
(Eleven Income Tax States in ~est, 1954) 
Stale Rate Minimum Rate on Income Over: --
Arizona 1%-5% $6,000 
California 4% 
Colorado 5%(1.) 
Idaho 1¥.-8%( 2 ) 5,000 
Kansas 2% -------
Montana a% -------
New Mexico 2% 




(l) For taxable year 1954-55 the tax is reduced 20.%. Financial i.nsti tutions 
at'e taxed at rate of 6%. 
(2) After 1953, tax is reduced by 15%. 
Sourco: C<,mmerce Clearing House, State Tax Guide, 2nd Ed. 1954, 
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Payment The tax is payable to the Department of Revenue on the 15th 
day of the fourth month following the close of the taxable year, redundant, 
or in four equal installments, the first with the return, the second on the 
15th of the seventh month, the third on the 15th of the tenth month and the 
fourth on the 15th of the twelfth ~onth. 
Information at Source, All corporations making payments of salaries, 
wages, rent, dividends, etc. to any resident or individual deriving income 
from Colorado must make an informational return thereof to the Director of 
Revenue on or before February 15th. By administrative ruling, only payments 
of $100 or more, interest of $50 or more, and dividends of $10 or more must 
be reported. 
Withholding at Source. Beginning July 1, 1954, all employers must with-
hol~ from wages 4 per cent of the amount withheld for Federal income taxes, 
Reports and payments are due from employers quarterly not later than the 
last days of April, July, October, and January for the preceding calendar 
quarters. Annual summary statements are due by March 15th • 
• 
Danks and Financial Institution!:_ Financial institutions, in all states, 
represent a special classification for taxation. This is largely because 
of the dual chartering (both Federal and state) of commercial banks which 
require equal competitive treatment in taxation. Congress has specified 
' how nationa 1 banks may be taxed by the states. This tends to set the pattern 
for taxation of all competing financial institutions. 
In Colorado, the banks and financial institutions subject to the special 
corporation <excise) tax are the following: 
( l) Na tiona 1 banks 
(2) State banks 










(4) Morris plan banks 
(5) Trust companies 
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fhe tax is in lieu of all property taxes, except taxes upon real. estate. 
The definition of gross and net income follows the regular corporation 
income tax law, except that interest on Federal and municipal securities 
is included. 
The tax rate is 6 per cent as compared with the regular rate of 5 per 
cent ( temporarily reduced to 4 per cent ) on general corporations. 
C. Quantitati-!!2.~~c!s of the Corporation Income Tax 
Table 16 gives figures indicating total corporation income tax collec-
tions, by years since 1939, among the 11 states in the West with income 
taxes. Collections vary considerably from state to state and from year to 
year. However, there has been a trend upward in collections in all of the 
states since 1939, the flrst full year of collections in Colprado. 
Corporation income tax revenue expressed as a percentage of total state 
tax revenue is shown in Table 17. This table indicates the extent to which 
the corporation income tax is stressed relative to all other taxes in each 
state. During the last 10 years, in Colorado, the percentage has fluctuated 
but little, having been about 5 or 6 per cent each year. 
The relative position of Colorado among the other 10 incane tax states 
of the West, in 1953, is shown in Chart 10. Colorado's 5 per cent was a 
mi<idle figure as compared with the extremes of 14.3 per c~nt in Oregon, the 
highest state, and 1.5 per cent in New Mexico, the lowest state. 
Tab:le lR compares the revenue from the Colorado corporation income tax 
with total state tax revenue, with total income payments, and with Federal 
corporation income tax col.lections from Colorado. Total income payments 
are considered a fairly good index of ability to pay taxes. According to 




TA B LE 16 
!QTAL CORPORATION INCOME TAX REVENUE 2 ELEVEN INCOME TAX 1 .. 
STATES IN THE WESTz 1939-1953 (000 1s omitted) • 
Yr:ar Coln, Ari 1.. Calif. Idaho Kans, Mont. N .Mex. N.Dak. Okla. Ore. Utah '\, 
l ()39 706 544 20,230 877 867 395 279 149 4,585 1,484 1,024 >r 
~ 
1940 1,035 856 20,597 1,043 754 668 220 281 3,840 1,712 881 
1!141 1,289 1,000 22,988 1,503 889 609 316 300 (l) 2,516 957 
l ~112 1 , 218 1,181 34,394 1,503 (ll, 261 1,541 400 415(l 1'768 4,755 1,165 -
1,500(l)52,888 
4,503 
l'.' 13 l,548 1,336 1,793 1,425 562 760 5,593 7,213 1,304 
19,14 2,319 1,898 67,671 1,846 2,125 1,237 698 848 6,278 6,906 1,414 
> 
1945 2, G46 1,821 58,018 1,543 1,839 1,115 602 705 8,650 5,216 1,414 
1946 3,301 2,181 55,783 1,456 1,695 766 662 543 7,041 8,381 1,277 
~ 
1947 3,076 2,588 59,151 2,146 2,190 1,315 672 813 7,028 10,922 1,508 
J. 
1 
1948 4,620 5,647 69,181 3,061 3,142 1,907 1,011 1,189 8,305 16,576 2,081 it 
1949 5,783 5,269 75,798 3,610 3,763 2,245 1,415 1,421 9,022 20,041 3,005 ,' 
1950 5,987 2,897 74,546 3,297 3,456 1,678 1,255 1,306 7,893 17,017 2,584 
l!! 
19Sl 6,535 5,378 98,428 3,500 3,644 2,615 1,303 1,351 8,289 14,538 2,485 ~-
1952 6,121 6,257 119, 38n 4,064 3,790 2,284 1,271 1,391 8,850 22,071 3,227 
1953 5,515 3,444 119,107 3,518 3,2Rij 1,610 1,080 967 8,538 18,606 2,997 
(!) Estimated 
->: 
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_ .... TA B LE 17 
I CORPORATION INCX>ME TAX REVENUE EXPRESSED AS A 'PERCENTAGE OF 1\JTAL 
~ 
STATE TAX REVENUES, ELEVRN INCOME TAX STATE~THE WEST-1. 1939-~ 
..c 
I - -c 
Year Colo. Ariz. Calif. Idaho Kans. Mont. N .Mex. N.Dak. Okla. Ore. Utah .. - ]939 2.3 4.2 9.2 10.0 2.7 3.6 2.1 1.6 8.5 7.3 6.7 
'. .. 1940 3.1 4.6 8,o 9.0 2.0 5.8 1.4 2.0 6.8 6.7 5.2 
UHl 3.5 5.6 8.o 11.5 2.2 4.9 1.9 6.6 8.7 5.3 --
1912 3.2 5.0 10.3 11.5 2.9 10.9 6.1 13.3 5.7 
194:1 3.8 14.9 9.9 3.7 10.2 3.0 4.3 7.8 18.1 5.7 
1944 5.6 7.4 17.6 13.0 4.5 7.5 3.4 4.4 8.4 18.3 5.9 ,_,.. 
"' 1945 6.0 8.o 14.4 11.0 3.9 7.7 2.8 3.8 10.2 13.3 6.4 ~-
-. 1946 6.5 6.9 11.7 7.6 2.9 4.9 2.4 2.6 6.7 16.2 4.9 
] 947 
~ 
5.1 6.9 ] 0.2 9.2 2.9 7.3 2.1 3.1 5.9 16.5 5.0 
-- 1948 6.0 11.5 9.9 10.8 3.4 8.3 2.6 3.8 6.3 19.3 5.4 
~---- 1949 6.8 11. 3 10.1 12.2 3.7 8.7 3.2 3.9 6.3 20.4 7.0 
f- L 
1950 6.7 6,0 9.2 11.0 2.9 5.6 2.5 3.3 5.0 17,0 5,9 
(-~ 




CH A Rt 10 
CORPORATION INCOME TAX REVENUE EXPRESSED AS A PERCENTAGE OF TOTAL 
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T A B L E 18 
COIORADO COR~RATION INCOME TAX EXP~SED BY: TOTAL REVENUE, AND 
PERCENTAGES OF ALL STATE REVENUE, TOTAL ~E PAYMENTS AND FEDERAL 
CORPORATION IN~TAX REVfili_lJ!_~_! COLORADO, 1939-1953. 
Colorado Colorado Corpo~ation Income Tax Revenue Expressed 
Corporation Percentage of: 
as 
Income Tax Total Colo. 'l'otal Income Fed. Corp. Income ) 
Year (1 )Revenue State Revenue Payme!!.!_~ Tax Revenue from Colo. (2 
1939 $ 706,000 2.3 .13 10.0 
HMO 1,035,000 3.l .18 9.8 
1941 1,289,000 3.5 .19 . 5.1 
1942 1,218,000 3,2 • 12 3.0 
1943 1,548,000 3,8 ,14 2,8 
1944 2,319,000 5.6 .21 3.9 
1945 2,546,000 6.0 ,20 4.4 
1946 3,301,000 6,5 ,24 6,2 
1947 3,076,000 5.1 ,19 5.2 
1948 4,620,000 6.0 ,27 6.7 
1949 5,783,000 6.8 .34 10.0 
t 
1950 5,987,000 6.7 .32 
1951 6,535,000 6.5 • 31 
1952 6,121,000 5.8 .26 
1953 5,515,000 5.0 .23 
(1) Fiscal years 
(2) Figures since 1949 are not yet available 
Source: Statistics of Income for 1949, Part II u. S. Treasury Department; 
Stat!_Tax Collections, U, S, Bureau of the Census. 
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1 per cont of the total income payments were paid in state corporation 
income taxes, However, the general trend has been upward in this ratio 
since 1939. Recent figures are not available showing Federal corporation 
income tax collections from Colorado, However, in 1949 Colorado's corporation 
income tax represented 10 per cent as much as the Federal tax on Colorado 
corporations. There is reason to believe this ratio has declined somewhat 
since 1919. 
A final table (No, 19) and accompanying Chart 11 in this section show 
the average state income tax paid by corporations in Colorado since 1939 • 
. 
The average rose from ~537 1 the first year, to a high of $1,614 in 1949, 
Since then there has been some decline, the average tax being $1,023 in 
























T A B L E 19 
~RAGE COLORADO INCOME TAX PAID BY CORPORATION§_, 
~NDAJl YEARS, ]:939-1953, 
Avcra,~e Tax 























622 Average 1,000 
(15 yrs) 
(1) Calculated by di vidinP, total income tax col lee tions by total corporation 
taxable returns filed each year. 
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CHART 11 
AVERAGE COLORADO INCOME TAX PAID BY 
CORPORATIONS, CALENDAR YEARS 1939-1953 
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SECTION V -- TIIE CULORADO INCOME TAX ~RAL ANALYSIS 
A. Comeas.__i~;on of Individual and Corporation Incomt'l Tax 
Separate anaJyses have been made of the individual and corporation 
income taxes. This section considers the two taxes together, comparing 
them with oach other and analyzing the revenue consequences of their com-
bined yield~ • 
Table 20 gives total collections and collections by individual, cor-
porntion and fiduciary returns for the years since 1938. Most of the tables 
in this study show revenue by fiscal years. However, in this table figures 
are reported for calendar years. It may bo observed that individuals have 
always accounted for considerably more revenue than corporations, and that 
fidud aries represent a ra thcr insign:ificant role revenue-wise. 
B. C(~parison With Other Income Tax States of the West --·- -----------------
The comparative revenue importance of the individual and corporation 
income taxes among the 11 states in the West with income taxes is shown in 
Chart 12. In all states except California the individual income tax is more 
productive than the tax on corporations. However, the extent of greater 
productivity varies considerably. The median state, New Mexico, collects 
two-thirds from individuals and one-third fit'om corporations. The percentages 
in Col or ado correspond rather closely to this ratio. In a highly agricultural 
state, such as North Dakota or Kansas, one would expect a higher proportion 
of taxes from individuals than in a state which is industrialized, such as 
California. 
Table 21 and Chart 13 show a comparison among the income tax states 
of the West from the standpoint of importance of the income tax as compared 
with all other state tax revenue. This is a good index to show the relative 
Ycnr 














TAD Lt :w 
COLORADO INCOME-TAX CO Ll.ECTJONS, HY TYPE OF RETURN 
CALt.,;NDAR YEARS Hl38-1953 
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(1) Six months nnly, The law became operative July 1, 1937, collections 
hcgi nni ni! the suhs.:!quP-nt yec1r. 










REVENUE IMPORTANCE OF THE INDIVIDUAL 
TAX, THE ELEVEN INCOME TAX STATES 
State Revenue Individual 
N o r t h Do k o t a " 4,!52.8,000 
Kansas I 5p88,000 
Montana 6.508,000 
COLORADO I 9,109,000 
Oregon 62,206,000 
New Mexico 3,245,000 





0 0 0 0 0 
Percent N ti') ,it, 
... f~:-) 
VS. CORPORATION 





0 0 0 0 0 0 
If) CD t-- a, CJ) 
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T A B L E 21 
INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE TAX REYENUE, 
~LEVEN ..;~~AX STATES OF WEST! 1953 (l) 
Total State Total Incom~ )ax Income Tax as Percentage 
State Tax Collections Collections 2 of Total Taxes 
Ariwna $ 74,540,000 $ 9,087,000 12.2% 
CaJ ifornia 1,141,517,000 213,431,000 18.7 
COLORADO 111,431,000 19,109,000 17.1 
Idaho 38,765,000 10,224,000 26.4 
Kansas 137,238,000 15,088,000 11.0 
Montana 37,406,000 6,508,000 17.4 
New Mexico 70,368,000 3,245,000 4.6 
North Dakota 44,472,000 4,528,000 10.2 
Oklahoma 196,181,000 17,713,000 9.0 
Oregon 129,779,000 62,206,000 47.9 
Utah 49,805,000 8,269,000 16.6 
Total $2,031,502,000 $369,408,000 18.2 
(11 states) 
(1) Fiscal Year ending June 30, 1953 
('>) Tnc1 udP.s both corporation and individual income t211XeS. 
' Source: State Tax Collections in 1~, Department of Commerce, U. S. Bureau 









INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE TAX 
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emnhc11:ii;; placed upon income taxation. The ratio of income tax revenue to 
total revenue ranges from a high of 47.9 per cent in Oregon to a low of 
4.6 per cent in New Mexico. Colorado's 17.1 per cent is below the arith-
metic mean (18,2 per cent) but slightly above the median of the 11 states. 
The average per capita income tax for the total population of the state 
is an index frequently utilized for making comparisons among states as well 
as for comparing the same state over a period of years. 
Table 22 shows average per capita income tax collections in 1953 for 
the 11 states in the West with income taxes. The same comparison is shown 
in Chart 14. Oregon's $39.03 per capita is more than double the next highest 
state, California, which is $18.74. Again in the comparison, as was true in 
the previous chart, Colorado with $13.35 per capita is higher than the median 
state ($11.0J, Montana) but lower than the arithmetic mean per capita ($16.20) 
for the lJ states. The per capita index has a serious defect in that no 
a]Jowance is made for relative poverty in some states as compared with others. 
The per capita comparison defect is at least partly overcome by re1ating 
total income tax revenue to total income payments to indivic,uals in the 
various states under comparison. This ratio is shown in Table 23 and Chart 
15. The ratio of .8 of 1 per cent for Colorado tends to support and vali-
date the previous tables of comparison. Relative to the other 10 states in 
the West with income taxes, Colorado probably stresses the income tax less 
than Oregon, California and ldaho, about the same as Utah, Montana and Arizona, 
somewhat more than North Dakota and Oklahoma, and considerably more than 



























T A B L t 22 
PER CAPITA rNCOMf.. TAX REVENUE, THE ELEVEN INCuME-TAX 
~TES OF T!!!~T, ~953(l) 
Population ( ) Income Tax Per Capita 
July l, 1952 2 Revenue Income Tax --
859,000 9,087,000 $10.57 
11,390,000 213,431,000 18. 74 
1,431,000 19,109,000 13.35 
608,000 10,224,000 16,82 
2,002,000 15,088,000 7.54 
591,000 6,508,000 11.01 
725,000 3,245,000 4.48 
600,000 4,528,000 7,54 
2,265,000 17,713,000 7,82 
1,594,000 62,206,000 39,03 
737,000 8,269,000 11 .• 22 --
22,802,000 369,408,000 $16.20 
' 
(1) Fiscal year ending June 30, 1953. 
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T A B L E 23 
I NCOMI•; TAX HEVENIJI~ AS A PERCENT~ OF INCO~~ENTS TO INDIVIDUAL.5, 
TIIE ELEVEN INCUME-TAX STATES OF THE WEST t 1953~) 
Income Payments Income l'ax Income.Tax as Percentage 
Stato l !15 2 ( 2 ) Collections of Pa~ents 
Ari wna $ 1,287,000 $ 9,087 ,7% 
Cal if ornia 23,146,000 213,431 .9 
COLORADO 2,316,000 19,109 .8 
Idaho 874,000 10,224 1.2 
KAnsas 3,400,000 15,088 .4 
Montana 1,003,000 6,508 .6 
New Mexico 9f-5,000 3,245 .3 
North Dakota 734,000 4,528 .6 
Ok] ahoma 2,910,000 17,713 .s 
Oregon 2,763,000 62,206 2.3 
Utah 1,069,000 8,269 .8 
Total $40,467,000 $369,408 1! .9% 
(11 states) 
(1) Fiscal year ending June 30, 1953. 
(2) Calendar year. 
Source: State Tax Collections in 1953, Department of Commerce, U.S. Bureau 
-;;rn;o Census. 
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INCOME TAX COLLECTIONS AS PERCENTAGE OF TOTAL INCOME PAYMENTS 
TO INDIVIDUALS, THE ELEVEN INCOME TAX STATES OF THE WEST 
State 
Orevon 
Id ah o 
Callfornla 
COLORADO 
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' 
C. I ncrnne Tax Revenue, Co1 or ado, l 9'.19-195:!.:_ 
Table 24 sho"rs Colorado income tax collections by fiscal years since 
1939. The figures indicate a nine-fold increase for the 16-year period. 
Collections reached a peak of $20,255,000 in 1952, and have declined some-
what since then. The same table gives figures indicating income tax revenue 
as a percentage of total state tax revenue. These figures are also graph-
ically shown in Chart 16. It may be seen that for most of the years 
(especially since 1942) between 14 and 20 per cent of the state's tax 
receipts have come from the income tax. The ratio has been remarkably 
stable, indicating that total state tax revenue has risen in about the same 
proportion as income tax revenue has risen. 
Another comparison shown in Table 24 and in Chart 17 expresses total 
state income tax payments as percentages of income payments to individuals • 
These ratios are supposed to be indicative of changes which may be occurring 
in the tax relative to ability-to-pay such tax as measured by total income 
of innividuals each year under consineration. The ratio was unusually 
stable for the years between 1940 and 1947. Since 1948, there has been a 
1! 
slight rise in the ratio, the peak being 1 per cent of total income payments 
in the year 1949 • 
A final comparison of changes occurring in Colorado relative to total 
income tax revenue is shown in Table 25 and Chart 18. The income tax is 
expressed as an average per capita amount ht years in both current dollars 
and in constant-purchasing-power dollars. Thus, the last column in the 
table (per capita tax, corrected for general price level changes) is sig-
nificant in that the tax revenue, by years, is related not only to popula-
tion growth but also to the depreciating value of the dollar. According 





















T A B L E \ 24 
COLORADO INCOME TAX REVENUE EXPRESSED AS PERCENTAGES OF TOTAL 
STATE TAXES AND OF.~OME PAYMENTS !.£.._INDIVIDUA15, 1939-1954, 
Income Tax Revenue Income Tax Revenue Expressed as ---·· 
( 000 1 s omit led) Total State Revenue Incane _ ___. __
$ 2,067 6,8 ,36 
~. 118 9,2 .53 
3,559 9,7 .51 
4,327 11.2 .44 
5,636 13.8 .49 
6,547 15,9 .58 
6,238 14,7 .49 
7,089 13.9 ,51 
8,634 14,2 ,52 
11,682 15,3 ,63 
17,064 20.1 1.00 
17,495 19,6 . 94 
• 
19,022 19,0 ,89 
20,255 19.l .87 
19,109 17.1 
18,301 15.9 
(1) Fiscal years 
Source: Reports, Colorado State Department of Revenue 
'Percentage 
PaYJl!~ 
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CH ART 16 
REVENUE EXPRESSED AS 
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T A B LE' 25 
AVERAGE PER CAPITA INCOME TAX PAYMENTS IN COLORADO, EXPRESSED IN 
CURRENT DOLLARS AND IN CONSTANT-PURCHASING-POWER 00 LLARS 1939-1953 -----------------------------
(l)Avernge ~er Capita(2) Consumer(3 ) Per Capita Tax Correct•1 
· Tax (Current Dolla!:!,) Price Index For Price Index Chang~4 ) 
$ 1.86 55.5 $ 3.35 
2.76 56.6 4.89 
3.1.7 62.9 5.03 
3.89 69.7 5.58 
4.89 74.0 6.60 
5.76 75.2 7.65 
5.59 76.9 7.27 
5.89 83.4 7.06 
6.98 95.5 7.30 
9.25 102.8 9.00 
13.18 101.8 12.94 
13.20 102.8 12.84 
13.82 11t.o 12.45 
14.19 113.5 12.50 
13.12 114.4 11.47 
(1) Fiscal year 
(2) Calculated by dividing total income tax revenue by total state population 
each year. 
(3) Bureau of Labor Statistics, 1947-1949 • 100. 
(4) Calculated by dividing Average Per Capita tax (current dollars) by price 
index and multiplying by 100. 
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the income tax rose from $3. 35 (1947_49 dollars) per capita in 1939 to a 
high of $12.94 per capita in 1949. Since then there has been a slight 
decline to $11.47 per capita in 1953. 
D, Increasing Impact of Taxes Upon Income -- Federal and ~e Combined. 
Since Colorado adopted the net income method of taxation in 1937, the 
Federal income tax has sharply increased. In order to finance Second iorld 
far expenditures, Federal personal exemptions were reduced and tax rates 
were drastically raised. As a consequenco, Federal income tax collections 
from Colorado residents increased several fold. 
T,1ble 26 indicates the upward trend of individual income taxes 
(Federal and state) paid by residents of Colorado from 1939 to 1950. It 
may be observed that total income taxes paid by individuals increased from 
a low of $7,864,000 in 1939 to a high of $171,243,000 in 1950. Expressed 
on an average per capita basis, the rise was from $7.08 in 1939 to $129.24 
in 1950, Any consideration given to the impact of the Colorado income tax 
should probably also take into consideration the impact of the Federal 
income tax. Federal figures are not yet available, in final form, for 
years since 1950. 
E. General Fund Revenue Imp!)rtanco of the Income Tax. 
Due to the fact that much of the state tax revenue in Colorado is 
earmarked for special purposes (about 80 per cent of the total in 1953), 
there are comparatively few sources of revenue left for the general fund. 
Yet the general fund is the basis for financial support of the state institu-
tions as well as the general functions of state government. Therefore, it 
is from the general fund that the legislature authorizes appropriations 
and enacts the state's annual budget, 
The principal source of revenue for the general fund is the income 
tax. Since 1947, none of the receipts to the income tax have been earmarked 
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T A B L E 26 
TOTAL FEDERAL AND STATE INCOME TAXES PAID BY INDIVIDUALS IN COLORADO, 
ALSO EXPRESSED AS AVERAGE PER CAPITA! 1939-~. 
Individual Income Taxes(l) 
Fedora1<2 ) 
State Average Per Capita 
Year Colorado Total PoEula tion (l) Total Taxes 
1939 $ 1,730 $ 6,134 $ 7,864 1,111 $ 7.08 
1940 2,091 9,066 11,157 1,130 9.87 
1941 2,399 23,909 26,308 1,124 23.41 
1942 3,085 66,622 69,707 1,113 62.63 
1943 3,621 102,802 106,423 1,137 99.30 
1944 3,302 110,086 113,388 1,137 99.72 
1945 3,035 131,725 134,760 1,116 120.75 
1946 4,124 124,2fi9 128,393 1,203 106.73 
1947 5,648 150,660 156,308 1,237 126.36 
1948 6,892 124,269 131,161 1,263 103.85 
1949 12,054 128,524 140,578 1,295 108.55 
4 
1950 1 l, 231 160,012 171,243 1,325 129.24 
1951 12,812 1,376 
1952 13,888 1,431 
1953 12,957 1,413 
(.l )..._ 000' s omi. tted 
(2) Federal fi~res are not yet available for years since 1950. 
Source l Sta th tics of Income for 1950, U. S. Department of the Treasury; 
State Tax Co1lections 2 1939-1:953, U. S. Bureau of the C~nsus; a -














all such revenue going to the general fund. Current revenue sources of 
the general fund for the last four years are shown in Table 27. 
In 1950, the general fund depended upon the income tax for nearly 
70 per cent of its current revenue. Since then the trend has been doli!l 
s.lightly, the ratio being 60.5 per cent in 1953. Thus a very high propor-
tion of revenue app~opriated by the General Assembly and subject to their 
control comes from.a single kind of tax. This situation does not necessarily 
imply that the income tax is too heavy. Rather, the interpretation should 
orobab.l,v be that too many other sources of revenue are diver.tad from the 
general fund because of earmarking. 
F. Advantages and Disadvantages..2£._the Income Tax 
Mlvantages 
(1) The argu..,!!!!!!t of equity or fairne!!• The tax is said to conform 
to the ability-to-pay principle of taxation, as net income is the best 
measure of economic wellbeing of an individual or firm. In contrast with 
property and sales taxes, the tax is assessed only when income is earned. 
Allowance for cost of acquiring income is permitted. Moreover, the tax 
takes into consideration family size by permitting exemptions and may apply 
progressive rates as income increases. All these considerations argue for 
fairness of the tax. 
( 2) The direct tax argum~. The burden of the income tax is generally 
not shifted to others, but rather is borne by the initial taxpayer. In 
other words, the tax is not hidden; it is out in the open. To the extent 
that this condition prevails, it becomes possible to distribute tax burden~ 
more fairly because the tax "stays put." Also there · is the probability that 
individuals are more responsible citizens when taxes are directly and know-
ingJy paid, 
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T A B LE 27 
TAX REVENUE SOURCES OF GENERAL FUND ..L COLORAOO, 1950-1953(!) 
Tax Source 
INCOME 











































































Source: Budget Reports, State of Cojorado. 
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(3) Taxation of intangibles argument. States have encountered ~xtreme 
difficulty in taxing intangible wealth (stocks, bonds, mortgages, notes, 
deposits, etc.) under the property tax. Regular mill levies are usually 
hi,r.h enough to be confiscatory. Consequontly, intangibles go into hiding 
and are not found by assessors. Recognizing this difficulty many states 
now exempt by law all intangibles from the property tax and tax instead the 
income from intangibles under an income tax. This arrangement appears to 
be both practical and fair. 
(4) The neutrality argument. 'I'he effect of the tax upon production 
is said to be more neutral than is the case with most other revenue measures. 
In other words, the tax is said to have a minimum adverse effect upon invest-
ment, production and emoloyment. The individual income tax, being personal 
in nature ~nd levied upon a surplus rather than a cost, is probably less 
likely to discourage initiative or deter incentive than if an equal amount 
of revenue were obtained from a property, gross-receipts, or busiaess license 
tax. Although this favorable situation is said to pertain especially in the 
personal income tax, it also is present, to a lesser degree, when the corpor-
ate income tax is uti1i1.P.r1. The officials of a corporation are probably 
less likely to be di,courage<i by an income tax which they can disregard if 
profits are not earned than when substantial taxes, based upon property or 
gross revenue, must be paid each year regardless of earnings or losses. 
(5) The non-resident argument. .Frequently, individuals earn income 
♦ 
in one state and live in another. Also corporations doing business in one 
state may be chartered elsewhere, or the stockholders of a domestic cor-
poration may resid~ outside the state. Moreover, many corporations conduct 
both intra and inter-state business. In all of these situations, the income 
tax, both individual and corporate, is advantageous in that income can be 
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taxed where earnod even though such income goes directly or indirectly to 
non-resident indi vi.duals or corporations. This non-resident consideration 
hns been a prindpal reason why an increasing number of d ties have adopted 
an income or payroll tax. 
(6) Finally, there is the compensatory fiscal policy argumant. The 
income tax injects into the economic system a de_sirable, automatic counter .. 
cycle effect. Economists and fiscal authorities are just beginning to 
appreciate this advantageous counter..;cycle influence. If the intensity of 
the "boom and bust" phases of the business cycle can be reduced, a more 
stab] e, continuous, and satisfactory level of production and general well-
being can be maintained. As income tax collections automatically increase 
during times of rising prices and inflation, there is sane deterring influence 
upon the development of an unhealthy boom. On the other hand, during a 
period of falling prices, recession, low production, and pessimism, the 
automatic shrinkage of the income tax tends to keep the depression from 
becoming as severe as it perhaps would under a system of more inflexible 
levies where tax loads continue at very much the same level. 
... 
Disadvantages ~ 
(1) The complexity of the tax argument. The income tax is not a simple 
and easy one to calculate. Governments usually require taxpayers largely 
to calculate their own tax liability. Thus, frequently, considerable time 
and expense is involved. However, as long as the Federal Government has 
an income tax the complexity of a state measure may be minimized by coor-
dinating many phases of the4 state tax with the Federal. 
(2) The administrative - difficulty argument. Just as the tax is not 
easily calculated by the taxpayer, it is not easily administered by the 












governments as a rule spend a relatively small amount on administrative 
expense but this is because usually merely a sample check and a limited 
audit of returns are undertaken. Fortunately, there appears to be a con-
siderable amount of basic honesty possessed by American taxpayers. 
(3) The inequity argument. This is a rebuttal of an argument on the 
other side. Although it may be rather universally admitted that net income 
is a fair measure of taxpaying ability and that ability is a good basis for 
taxation, disagreement arises regarding the proper level of exemptions, tax 
rates, definition of income, etc. Therefore, any particular income tax law 
is likely to be considered unfair by at least some groups of taxpayers. 
A legislative body when fixing the amount of tax exemptions or a particular 
prog.rossion of tax rates is somewhat like a rudderless ship at sea. There 
is no easily proven best method of deciding what particular features of the 
law will be most desirable for all. Too often, personal biases, with a 
conscious or unconscious desire for favoritism toward one group, or prejudice 
against another, are al Jowed to motivate the legislative committee which 
undertakes the drafting of an income tax bill or amendment. Unfortunately 
this inequity which may creep into an income tax may also, to a lesser or 
greater extent, be present in other kinds of revenue measured. 
(4) The instab:lli ti of tax-yield argument. The amount of revenue col-
lected from the income tax fluctuates with the level of economic prosperity 
or depres~don. Consequently, the tax yield is not easily predicted by budget 
authorities. This disadvantage is partly overcome by having a diversified 
tax system so that the income tax will not be tho sole source of revenue. 
"' Also there is the fiscal policy consideration which argues that fluctuating 
tax revenue is really desirable if a "boom or bust" appears to be developing, 
in order that extreme economic fluctuation may be prevented. 
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(5) The double-taxation argument. It is sometimes thought undesirable 
anrt unfair for a state to levy an income tax when the f'ederal government is 
also taxing incomes. If both taxes taken together are excessive then inequity 
will be present and the resulting double taxation uill be regrettable. 
However, if a particular kind of tax is good in principle, and if adminis-
tration is feasible, there is probably nothing nocessarily wrong with more 
than ono level of government utilizing this same tax. Actually, because of 
tho Federal deductibility allowance for state income taxes paid, there is 
not as much double taxation, especially among the larger income taxpayers 
as may appear on the surface. This deductib:i.li ty provision is a kind of 
Federal subsidy going to those states with income taxes. 
(6) The underdeveloped areas argument. The income tax cannot hope to 
succeed very well in backward and undeveloped areas. Unless there is rather 
widespread literacy, some general ability in the art of accounting, willing-
ness on the part of taxpayers to accept direct taxation as a self-imposed 
discipline, .industrialized society, or at least agriculture engaged in the 
production of "cash" crops, or finally, unless there is some accumulation 


















SECTION VI INCOME TAX ADMINISTRATION -----------
A. General Procedure 
Director of Revenue. Responsibility for administration of the income 
tax lRw is vested in the Director of Revenue. The Director has authority 
to formulate and adopt tax rules and regulations, not inconsistent with 
prnvision3 of i he Act. Such rules and regulations are valid and binding 
as they relate to a taxpayer. 
F~amination of Books~£· The Department of .kevenue has power to 
examine books, papers, records, or memoranda which may have a bearing upon 
the vaLi.di ty or correctness of an income tax return. If necessary in order 
to gain desired information, the Department may subpoena a taxpayer or wit-
nesses through application to any Judge of the District Court of the State 
of Colorado. 
Secrec~. A11 information contained on income tax returns filed with 
the Department of Revenue must be kept confidential and secret in the Depart-
ment. This secrecy regarding the nature and identity of individual returns 
(including corporations) does not preclude the publication of incane tax 
statistics, so classified as to preserve the secrecy of individual returns. 
Determination of Tax Li.ability. Income tax returns are to be examined 
by tho Department of Revenue and the correct amount of the tax determined. 
As set forth in the law, a complete procedure is prescribed for review of 
the tax returns and for a final determination of the correct tax liability. 
This procedure, step by step, is as follows: 
t 
1. Examination of the return by the Department of Revenue; 
2. "Notice of Deficiency" by registered mail if the department believes 
there is a deficiency; 
3. Within 30 days of date of mailing "Notice of Deficiency" taxpayer 
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may, in writing, request a hearing; 
4. If a hearing ls requested, a date for same is fixed by the Director, 
at which time the taxpayer may present additional evidence and argue 
his case; 
5. Upon the basis of the hearing, the Director makes a final deter-
mination of the assessment and notifies the taxpayer within a reason-
able time by registered mail; 
6. Within 30 days after the mailing of the "Notice of Final Determination" 
the taxpayer must either pay or appeal to the District Court; 
7. The income tax law prescribes the procedure for appeal to the District 
Court. 
Interest and Penalt!.!!. Interest - Arter due date of any tax or defici-
ency in tax, the unpaid amount of tax liability accumulates interest at the 
rate of½ per cent per month which is added to the tax bill. 
Penal ti es - Penal ties prescribed in the law in addition to the ½ per 
cent per month of interest are summarized in Table 28. 
Period of I.imitation. Unless such time be extended by waiver in writing, 
signed by the taxpayer and accepted in writing by the Director, assessment of 
the taxes and penalties, if any, must be made within four years after the 
filing of the return for the taxable year in question. 
Assessments made according to law are valid, and collection may be 
enforced at any time within six years from date of said assessment. 
With some exceptions, no claim for refund or credit is allowed unless 
~ app1i cation is made within four years from the date of filing the return on 
account of the tax in question. 
In tho case of failure to file a return or the filing of a false or 
fraudulent return ¥i th intent to evade tax, the tax may be assessod and 
















INCOME TAX PENALTIES 
Cause (Civil} 
Return, failed to file 





Assessment paid, beyond time 














Amount (Whichever Is the Greater) 
$1.00 or 5% of the tax 
$1.00 or 5% of the tax 
$2.00 or 25% of the tax 
$25.00 or so% of the tax 
$25.00 or so% of the tax 
$50.00 or 100% of the tax 
5% of the tax 
50% of the tax 
25% of the deficiency 
Total of all due 
Not more than' 
one year, $5,000 or both 
five years, $10,000 or both 
Source: Regulations, Colorado Department of Revenue. 
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If the taxpayer, in his return, is deficient in excess of 25 p0r cent 
of the correct amount of net income, a deficiency assessment may be made 
or a proceeding in court commenced for collection of the ~ddi tional tax at 
any time within six years after the return wa~ fil~d. 
'Warrant1!....Lor Collection. If an income tax, or portion thereof, is not 
paid within 60 days after due date the Director of Revenue is directed to 
issue a warrant directing the sheriff of any county to levy upon and sell 
,, t: puhl ic auction sufficient real and personal pron~rty ol-med within th,:, 
, 1 '!1 r~, by such delinquont taxpayer to pay the tax plus interest and penal tier,, 
n Returns Fl.led 
Who must fiJ £l - The following are liable for filing returns: 
(1) 12:cU~~~• (a) Every resident of Colorado with a .~rP.'lS incomn 
-if -;iGOO or more, (b) Every individual who was resident in Co] or ado 
for part of the year whose gross income exceeds his pro-rated 
exemption ($50 per month), (c) Every non-resident who received 
income from Colorado sources, (d) For every decedent whose gross 
income accrued to date of death was $600 or more, a return must be 
filed. 
(2) Fiduciaries. Every fiduciary with gross income (distributable, 
or accumuJated) of ~600 or more. 
(3) Corporations. Every corporation which conducts transactions within 
the state, whether or not such transactions result in net income. 
C. Numher of Returns 
Table 29 and Chart 19 show the number of returns, both taxable and non-
taxable, filed in the state f'or each year since 1939. There has been a 
con!; tant trend upward in the number of taxable re turns. Unusually large 
in ~rr!ase•; occurred in 1919 and again in 1952. These increases were 1 argely 






























T A B L E 29 
TOTAL STATE INOOME TAX RETURNS FILED BY CAIENDAR YEARS 1939-1953 
NlMBER OF RETURNS(!) 
Taxable Non-taxable Total 
46,567 18,524 65,091 
49,157 19,028 68,185 
55,195 24,403 79,598 
67,906 ZT,654 95,560 
83,079 28,594 111,673 
81,755 37,164 118,919 
89,308 37,635 126,943 
94,3-20 40,254 134,524 
121,657 42,214 193,871 
229,353 73,877 303,230 
231,946 83,450 315,396 
238,247 102,650 340,897 
254,229 98,918 353,147 
326,963 71,797 398,660 
352,417 81,114 433,531 
(1) Excluding partnership returns filed for information only, 
_., 
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CH ART 19 
TAXABLE, NON-TAX ABLE AND TOT AL RETURN S 
Fl LED IN COLORADO BY YEARS 1939- 1953 
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due to personal exemption reductions which became effective those years. 
Non-taxable returns increased ln number each year until 1950. Since then 
the number has been somewhat less. Perhaps the recent reduction in number 
of non-taxable returns is because of the rise in average incomes accompanied 
by the above mentioned lowering of personal exemptions. 
Table 30 gives the number of returns filed by years, classified by 
individuals, corporations and fiduciaries. Since 1939 there has been almost 
a seven-fold (684 per cent) increase in individual taxable returns, corpora-
tion taxable returns have risen by 160 per cent; while fiduciary taxable 
returns have increased about 140 per cent. Thus, since the tax measure was 
first introduced the impact of the tax, especially as it applies to persons 
(individuals) has changed significantly. 
This changing nature of the indi.vidual income tax is illustrated in 
Table 31 and Chart 20 which relate the number of taxpayers to the popula-
tion of the state. In 1939, the first full year of collections, only 4 
per cent of the people (6 per cent of adults) paid an income tax. In con-
trast, by 1953 almost one-fourth of the people (39 per cent of adults) paid 
a tax. The change has been due primarily to broadening of the tax base 
through lowering of exemptions and also to the fact that an upward trend 
has occurred in the level of incomes, particularJy among lower income groups. 
Therefore, tho tax has changed from a levy on the wealthy to a levy on a 
majority of householders. This broadening of the tax base has increased 
both the yield and the stability of the tax as a revenue measure. 
However, with the ever-increasing number of returns filed with the 
Department of Revenue, problems of inspection and auditing have multiplied. 
In 1953, with nearly a half million returns coming into the office the amount 
of administrative labor required was much more than 15 years earlier when 







TAB LE 30 • 
'1 
TAXABLE AND NON-TAXABLE STATE INCOME TAX RETURNS FILED BY TYPE 
OF RETURN! CALENDAR YEARS 1939-1953(!) ~ . 
Individuals Corpora ti.2!!!, Fiduciarr 't, -
----Year Taxable Non-Taxable Taxable Non-Taxable Taxable Non-Taxable -- -- --
1939 44,152 13,874 1,963 3,867 452 783 ... 
1940 46,348 14,700 2,183 3,442 626 886 
~ 
1941 52,716 20,506 1,969, 2,894 510 1,003 
1942 64,475 23,878 2,763 2,686 668 1,090 
1943, 79,038 25,287 3,443 2,133 598 1,174 
1944 77,701 33,823 3,540 1,940 514 1,401 
1945 84,969 34,306 3,749 1,952 590 1,377 
~ 
1946 89,675 36,975 4,226 1,889 619 1,390 
1947 117,066 39,032 3,881 1,766 710 1,416 
\, 
1948 224,496 70,273 4,171 2,047 686 1,557 
1949 227,139 79,574 4,005 2,247 802 1,629 
1950 233,061 98,458 4,291 2,544 753 1,648 
1951 248,587 94,694 4,786 2,542 856 1,68Z 
--,--
1952 320,805 67,403 5,190 2,569 968 1,819 
1953 346,243 75,779 5,099 3,151 1,075 2,184 ~ 
" (1) Partnership returns are also filed (for information only) but are not listed 











T A B LE 31 
NUMBER OF TAXABLE INDIVIDUAL RETURNS RELATED TO TOTAL STATE 
POPULAT~ON, BY YEARS, 1939-1953. 
Year Colorado Population Individual Individual Taxpayers 
Taxable Returns Expressed as Percentage 
of PoEula tion 
1939 1,111,000 44,152 4.0 
1940 1,130,000 46,348 4.1 
1941 1,124,000 52,716 4.7 
1942 1,113,000 64,475 5.8 
1943 1,153,000 79,038 6.9 
1944 1,137,000 77,701 6.8 
1945 1,116,000 84,969 7.6 
1946 1,203,000 89,675 7.5 
1947 1,237,000 117,066 9.5 
1948 1,263,000 224,496 17.7 
1949 1,295,000 2Z7 ,139 17.5 
1950 1,325,000 233,061 17.6 
lfl5l 1,376,000 248,587 18.0 
1952 1,427 ,ooo 320,805 22.4 
1953 1,456,000 346,243 23.8 
Source: U.S. Bureau of the Census and Reports of Colorado State 
Department of Revenue. 
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CHART 20 
NUMBER OF TAXPAYERS EXPRESSED AS PERCENTAGE 
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D. Administrative Cost 
The administr&tive cost of the Colorado income tax has been reported 
by the Department of Revenue since the Department was established in 1942. 
Comparable figures are not available for prior years. Table 32 shows total 
dollar costs of administrative costs expressed as a percentage of total tax 
collections. The increase in administrative cost has paralleled very closely 
the increase in total tax collections as indicated by the percentage column. 
Since 1942 the cost of collecting each dollar of income tax revenue has 
ranged from a low of 2.2 cents in 1943 to a high of 3.6 cent.s in 1945. The 
average cost for the 12 years was about 2.8 cents. 
Another basis for considering the administrative cost of the income 
tax is to relate total cost to the number of taxable returns. This is a fair 
basis for measuring administrative efficiency. However, it has shortcomings. 
The cost of processing returns varies according to kind of return, kind of 
income, etc. Nevertheless, the administrative cost per taxable return is 
considered a fair basis for comparing one year with another. Table 33 
shows the cost per taxable return by years since 1942. It should be noted 
that cost figures are for fiscal years while returns filed are by calendar 
years. The average cost per return rose from $1.41 in 1942 to $2.00 in 
1947; since then the cost has deviated but slightly from $1.BO per return. 
During these years, general prices, wages, etc. have risen in the state and 
nation. Comioquently, the cost of $1.80 in 1953 is very favorable as com-







ADMINISTRATIVE COST RELATED 'JU TAX COLLECTIONS, COLORADO 
~£2ME TAX, BY FISCAL YEARS 1 1942~1953 
Income Tax Income Tax Percentage Adm. Cost '\ 
Year Collections Administrative To Total Collections 
Cost 
1942 $ 4,327,795 $ 96,243 2.22 • 
1943 5,636,333 124,040 2.20 "' 
1944 6,547,834 176,882 2.10 
1945 6,238,848 .227 ,180 3.64 
1946 7,089,274 232,892 3.29 
1947 8,634,796 243,637 2.82 
1948 11,682,199 373,033 3.19 
1949 17,064,672 427,820 2.51 
1950 17,495,008 436,478 2.49 
1951 19,002,355 461,942 2.43 
. 
1952 20,255,644 538,945 2.67 
, 
1953 19,173,261 632,869 3.30 
~ 









T A B LE 33 
ADMINISTRATIVE CUST PER TAXABLE RETURN, COLORADO INCOME TAXz 1942-195.2,:_ 
Income Tax (1) Total (2) Administrative Cost 
~ Administrative Cost Taxable Returns Per Taxable Return 
1942 $ 96,243 67,906 $1.41 
1943 124,040 83,079 1.49 
1944 176,882 81,755 2.16 
1945 227,180 89,308 2.54 
1946 232,892 94,320 2.47 
1947 243,637 121,657 2.00 
1948 373,033 229,353 1.63 
1949 427,820 231,946 1.84 
1950 436,478 238,247 1.83 
1951 461,942 254,229 1.82 
1952 538,945 326,963 1.65 
1953 632,869 352,417 1.80 
Total $3,971,961 2,171,180 $1.83 
(1) Fiscal Year 
(2) Individual, Corporate and Fiduciary Taxable Returns. Calendar years. 
Source: Calculated from reports of Colorado State Department of Revenue • 
.... 
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SECTION VII -- SPECIAL CONSIDERATIONS RELATING TO THE COLORAOO INCOME TAX 
A. The Surtax 
Colorado's surtax on income is applied upon an entirely different prin-
ciple from the surtax utilir.ed by the Federal Government. The latter has 
a surtax on net taxable income after personal exemptions and is principally 
for the purpose of making the income tax rates more steeply progressive. 
On the other hand, Colorado•s surtax is a special 2 per cent flat rate on 
income in the form of interest and dividend payments after a fixed exemp-
tion ($600, currently), the latter having no relationship to the level of 
personal exemptions. Interest and dividend payments are often referred to 
as being income from intangibles and the surtax is frequently called an 
intangible income tax. 
Purpose of the Surtax. At the time the income tax law was enacted in 
1937, all intangib1e p~rsonal property in Colorado was made exempt from 
taxation under the property tax. This legally freed approximately one 
billion dollars of intangible wealth from any property (mill levy) tax 
liability. However, prior to 1937, most of this wealth had escaped taxation 
anyway through the failure of assessors to place the property upon tax rolls. 
Regular property tax rates were considered confiscatory because of being as 
high or often higher than the total income from the intangibles. 
It was decided to levy a 2 per cent surtax (in addition to a normal 
tax after exemptions) on all income from intangibles, as part of the new 
income tax law of 1937. Thus, there was substitµtedt a moderate tax (based 
upon incomo) for the very heavy tax (based upon property) which was being 
repealed. 
Surtnx Amendments Since 1937. A $200 intangible income exemption was 












The reason for this exemption was the belief that witmut it, many small 
income receivers primarily dependent upon interest and dividend payments, 
notably retired old people, would unduly suffer. 
The effects of amendments since 1937 as they pertain to intangible 
income may be seen in Table 34. If we assume that intangibles (stocks, 
bonds, mortgages, etc.) yield an average return of 4 per cent, the table 
indicates that average property tax liability prior to 1937 amounted to 
871 per cent of average income. This was indeed confiscatory. However, 
the surtax (1937-42) without an exemption, reduced this liability to 2 per 
cent, making the tax $4, for example, on intangibles worth $5,000. Effect 
of the subsequent exemptions ($600 by 1951) was to exam.pt $15,000 worth of 
stocks and bonds (assuming a 4 per cent yield) from any surtax. 
TABLE 84 
CHANGING SURTAX LIABILITY SINCE 1937 ---------------·-
Under 'Property 
Value of .Amount o) 
Income<1 
Tax Priqr Surtax Surtax Surtax 
































(2) Assuming an average rate of· 35 mills. This was the average rate in 
1936, it has since increased. 
(3) No exemption was permitted~ 
(4) $200 exemption. 




Present Sta~!..£!: Surtax -- Number of Returns. Table 35 shows the 
proportion of individual taxable returns filed in 1951 and 1952 which con-
tained some surtax liability. In 1951, when the exemption was $200, one 
out of nine taxpayers, paid a surtax. However, in 1952 (exemption $600) 
only one out of every 18 paid a surtax. These 17,897 surtaxpayers repre-
sented a small proportion indeed of the adult population of Colorado. The 
tax applies to natural persons only. There is no surtax imposed on income 
from intangibles received by trusts, estates, corporations or partnerships. 
Surtax Revenue. The surtax is currently yielding about $1,000,000 of 
revenue annually. This is only about 5 per cent of total state inccme tax 
receipts. The effect of changes made in 1952 as compared with 1951 (latest 
figures available) is shown in Table 36. The average payer of surtaxes had 
surtaxable income (interest and dividends) of $3,064 as shown by returns 
filed in 1952. Thus, he was a taxpayer of considerable intangible wealth. 
The Revenue Department has estimated this wealth on an income capitalized 
basis of 4 per cent. The results are shown in Table 37. The 1952 returns 
show an estimated total capital wealth (intangibles) of about $1.4 billion 
which represents an average of $76,599 of intangible wealth per taxpayer. 
Surtax Unique to Colorado. Among the 11 states in the West with income 
taxes, Colorado is the only one levying a special (additional) tax on intan-
gible income. However, among these 11 states only four legal]y exempt 




















T A B LE 35 
INDIVIDUAL TAXABLE RETURNS FIIED IN 1951 AND 1952 SHOWING 
NUMBER PAYING SURTAXES (COLORADO). 
Individual Taxable Returns 
Surtaxable Returns 
% surtaxable to Total 
(1) For income earned in 1950. 








Sources Colorado State Department of Revenue. 
T A B L E 36 
SURTAX COLLECTIONS REPORTED ON TAXABLE INDIVIDUAL INCOME TAX RETURNS, 
_____________________________ ,_ 




1951<1 > $1,253,596 
1052< 2> 1,095,617 
NET SURTAXABLE INCOME 
Average Per Return 
$42.46 
61.28 





(1) A $200 exemption. Also allowed was a 20% reduction of surtax liability. 
(2) A $600 exemption. No allowance for 20% reduction. 
Source: Research and Statistics ~ection, Inccme Tax Division, Colorado 
Department of Revenue. 
TABLE 37 
CAPITALIZATION OF NET SURTAXABLE INCOME AT FOUR PER CENT ON SURTAXABLE 












Source: Ro search and Sta tis tics Section, Income Tax Di vision, Colorado 
Department of Revenue. 
- 103 -
/ 
T A B L E 38 
INCOME TAX STATES OF THE WEST WITH AND WITHOUT INTANGIBLE PROPERTY ---------------------------------
TAX EXEMPTIONz 1954. 
State Intangible Property Tax Exemption(!) Surtax -
Arizona No No .. 
California Yes No 
Colorado Yes Yes 
Idaho No No 
Kansas No No 
Montana No No 
New Mexico No No 
North Dakota No No 
Oklahoma No No 
Oregon Yes No 
Utah Yes No 
(1) Relative to property tax. 










Advantages and Di.sadvant~es of Surtax. Advantages of the surtax 
probably include the following: (1) Additional revenue is obtained for 
the general fund, although currently, such collections are only about 
$1,000,000 annually. (2) The tax is a replacement for property tax exemp-
tions of intangible wealth, although the $600 exemption of intangible 
income largely nullifies this replacement advantage. (3) It is sometimes 
contended that income from investments as contrasted with income in the 
form of wages and salaries, represents additional taxpaying ability. At 
one time the Federal law recognized this principle. This may be some 
justification for the surtax on interest and dividends, although it does 
not explain why the tax is not also imposed on rental income. 
The disadvantages probably include the following: (1) Exemptions are 
now so high that the tax probably represents class legislation singling 
out a few in the state who must pay the surtax. (2) The tax adds to the 
complexity of the income tax, both for the taxpayer and for the Revenue 
Department admin.ktering the tax. 
B. The Personal Exemption Iss~ 
The amount of personal exemption permitted in Colorado for the taxpayer, 
spouse and dependent has changed several times in the past. Also there is 
considerable difference of opinion among the states (judged by existing 
legislation) regarding the proper level of exemptions. 
There were two principal reasons in the minds of lawmakers for permit-
ting income tax personal exemptions when such legislation was first enacted. 
First, there was the belief that a certain minimum income should be retained 
hy an individual, without taxation, so as better to assure the obtaining 
of tho bare essentials of life. Secondly, personal exemptions were con-
sidered necessary from the administrative standpoint. Without such 
' -
arrangement it was contended that the oost would be prohibitive of collect-
ing small amounts from numerous people with very small inoanes, many of 
whom would pay only a few cents in taxes. 
Over the years, as tax rates have risen and as the need for public 
revenue has increased, it has appeared praotioable and advisable to lower 
personal exemptions. The Federal government has led i~ this development. 
As a consequence, personal oxemptions are currently at their lowest average 
level in history. The Federal exemption is $600 per taxpayer, spouse and 
dependent. This exemption is also the amount now permitted in seven states 
including Colorado. 
However, the Federal income tax is in the process of being lightened 
and one proposal receiving oonsiderable support is that the exemption be 
raised at least :tlOO per person. Should the Fe_<ieral goverrnnent raise by 
$100 the exemption for a taxpayer, spouse, and dependent, there are oertain 
to be requests for raising the exemption similarly in Colorado. Calcula-
tion of the state tax liability is very much ,simplified when a state law 
corresponds to the Federal especially as it pertains to the definition of. 
taxable income and personal exemptions. 
If Colorado should consider raising personal exemptions by $100, a 
natural concern of the General Assembly would pertain to the revenue effect 
of such a change. lihat would be the effeot upon total tax receipts if 
exemptions were raised $100? This estimated effect is shown in Table 39. 
According to the calculations, on the basis of collections in 1953, there 
would be a reduction in total revenue from the normal individual incane 
tax of about $900,000. 
Individually, the advantage of this tax reduction would vary accord-














income. Generally, the amount of reduction would increase from a few cents 
on the lowest incomes (those already paying only a few cents in taxes) to 
a top of $a pAr exemption for those with incomes reaching into the highest 
tax bracket (over $11,000). All taxpayers whose incomes would be over 
t11,ooo regardless of how much, would receive the same tax reduction --
$8 per oxemption. Thus, the principal advantage, relatively, from rais-
ing personal exemptions would go to individuals in the lower brackets of 
income. 
C. The Spli!..,:_fncome Proposal 
In several legislative sessions of the past, some consideratiorl has 
been given to a proposal to permit a husband and wife to divide the total 
family income into two halves when determining the personal income tax. 
Such arrangernent has always been possible in the community property states. 
Thus, until the Federal government allowed the split-income method of cal-
culating the Federal income tax, the community property states had an 
advantage relative to Federal tax liability. By dividing the total income 
into two halves the surtax rates of the higher brackets of income could 
be avoided or at least reduce<l. The Federal change was made in 1948 and 
since then there has been equaJ treatment throughout the country concerning 
the FederaJ income tax. Thus, community property is no longer a live issue 
as it pertains to Federal taxation. 
However, there has been some continuing interest in changing the state 
tax laws so as to permit a husband and wife to use the split-income method 
for calculating the state income tax. Apparently as yet only one income 
tax state, Oregon, has followed the lead of the Federal government by 
adopting such change. Thus, for state tax purposes dividing property states: 
Arizona, California, Idaho, Louisiana, New Mexico, and Oklahoma. If Colorado 
TA B LE 39 
COLORADO PERSONAL INCOME TAX ESTIMATED REDUCTION IN REVENUE IF PERSONAL 
BASIS OF 
1953 
Ad justed Gross Number of Average Average Total 
Income Class Returns Adjusted Net Taxfb)e Collections 
Gross Income Income 1 Normal Tax ---
700 - 749 1,347 735 $ 929 
750 - 999 6,816 870 10,156 
1,,000 - 1,249 7,518 l,ll3 19,923 
1,250 - 1,499 8,425 1,397 34,206 
1,500 - 1,999 20,946 1,761 112,270 
2,000 - 2,499 31,349 2,251 236,371 
2,500 - ~,999 35,277 2,762 355,239 
3,000 - 3,499 38,740 3,299 45.1,708 
3,500 - 3,999 35,688 3,754 507,126 
4,000 .. 4,499 28,765 4,239 458,802 
4,500 - 4,999 25,401 4,740 504,718 
5,000 .. 5,999 27,312 5,439 703,557 
6,000 - 6,989 15,686 6,462 543,363 
7,000 .. 7,999 9,274 7,446 443,019 
8,000 • 8,999 6,071 8,665 4,482 430,009 
9,000 • 9,999 3,815 9,456 5,230 333,278 
10,000 .. 10,999 2,696 10,473 5,819 289,658 
11,000 .. 11,999 1,776 11,502 6,405 242,175 
12,000 - 12,999 1,447 12,535 7,004 231,477 
13,000 - 13,999 1,052 13,458 7,981 216,228 
14,000 - 14,999 945 14,605 8,613 230,300 
15,000 .. 19,999 2,796(2) 17,285 10,182 949,913 
Over 20,000 3,277 3,518,665 
(1) Figures for income levels below $8,000 were not available; consequently 
to the standard tax table and by assuming standard deductions. 
(2) For these taxpayers, the average reduction in tax (assuming three exemptions) 
" Sources Infonnation relating to number of returns, total collections, average 




























r EXEMPTIONS WERE RAISED $100 PER TAXPAYERz SPOUSE AND DEPENDENI' 1 ON THE COLLECTIONS IN 1953 • 
... -
Ave. Numher Additional Average Net Average Tax Total Estimated Loss 
of Exemp- Deduction Taxable Per Return Collections of Revenue Due 
Hons Per Assuming Inccme Less Assuming Assuming To Additional 
Return $100 Addi- Additional $100 Addi- $100 Addi- $100 Per 
tional Per Exemptto~ tional Per tional Per Exemption 
Exeml?tion Amount 1 ExemJ,?tion Exemp!~ 
1.17 $117 $000.00 $000,000 $ 929 
1.08 108 000.00 000,000 10,156 
1.15 115 1.50 11,277 8,646 
1.30 130 2.40 :w,220 13,986 
1.33 133 4.14 86,716 25,554 
1.59 159 5.40 169,285 67,086 
1.84 184 7.78 274,455 80,784 
' 2.18 218 9.78 
378,877 72,831 
!',. 2.37 237 12.33 440,033 6.7 ,093 
2.76 276 14.53 417,955 40,847 
'"' 2.76 276 
,18.33 465,600 39,118 
3.00 300 23.25 635,004 68,553 
'- 3.00 300 34.35 538,814 4,549 
·~ 3.00 300 47.40 439,587 3,432 
3.00 300 4,182 60.37 366,506 63,503 
3.00 300 4,930 78.30 298,714 34,564 . 
... 3.00 300 5,519 96.'tl 260,461 29,197 
" 3.00 300 6,105 116.20 206,371 35,804 
3.00 300 6,704 140.16 202,812 28,665 
.,: 3.00 300 7,681 184.70 194,304 21,924 
·,. 3.00 300 8,313 217.50 205,538 24,762 
3.00 300 9,882 312.45 873,610 76,303 
6 3.00 300 3,420,355 98,310 
Total $916,596 
"' 
\. .. estimates of revenue loss were made for these income brackets by referring 
" would be $24 -- the current maximtm rate of 8 per cent times $300. 




were to adopt the aplit-income proposal, the resulting change in tax lia-
bility for married couples is shown in Table 40. In order to gain from 
splitting income, the net taxable income (income after all deductions and 
exemptions) would need to be in excess of $1,000. The table indicates that 
a progressively increasing tax reduction would occur for taxpayers as income, 
increases until a m~ximum of $488 reduction (based on 1954 tax law) would 
occur at the $25,000 level of net taxable income. Beyond the $25,000 level 
the reduction would continue at $488. Percentage-wise the tax savings 
would increase from a 14 per cent reduction on a $1,500 net taxable income 
to 51 per cent on a $15,000 income, after which the percentage tax savings 
would decline. 
An important question pertaining to the split-income proposal is what 
effect would the tax reduction have upon the total state tax yield. This 
,_ 
revenue effect is estimated in Table 41. ~ 
There would be no effect upon taxes paid by single individuals. A 
liberal estimate of the proportion of single as contrasted with married 
taxpayflrs is one-fourth of the total. This estimate was obtained by using 
national data. Also, through sample checking, i.t was learnod that adjusted 
gross incomes below $3,000 would be affected to a negligible degree only. 
Consequently, they m~y be disregarded. The table indicates that an esti-
mated loss of normal income tax revenue would be about $2,700,000 on the 
basis of tax returns as thP.y were in 1952. 
ln summary, the followinp.; conclusions may be made: (1) By adopting 
the split-income method, Colorado's law would follow more closely the pat-
tern of the Federal law; however, this change would not simplify the calcu-
lation of the state tax. (2) There would be a reduction in tax liability 











T A B LE 40 
EFFECT OF THE SPLIT-INCOME PROPOSAL ON TAX LIABILITY OF MARRIED COUPLIES, 
SEIECTED INCOME BRACKETS, BASED UPON THE COLORADO LA'H OF 1954. 
Colorado Normal Tax Liability Amount of Tax Per Cent 
Net Ta<"~le Tax Liability Assumin~ Split- Reduction in Reduction 
Income J 1954 Income alculation Dollars -- -
1,000 $ 8 $ 8 $ 
1,500 14 12 2 14% 
2,000 20 16 4 20 
2,500 28 22 6 21 
3,000 36 28 8 22 
4,000 56 40 16 28 
5,000 80 56 24 30 
7,500 176 102 74 42 
10,000 320 160 160 50 
15,000 712 352 360 51 -
20,000 1,112 640 472 42 
25,000 1,512 1,024 488 32 
30,000 1,912 1,424 488(2) 26 
(1) After a11 deductions and exemptions. 
(2) Any level of net taxable income above $22,000 would have a reduction of 
the same amount -- $488 • 
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T A B LE 41 
ESTIMATED EFFECT OF THE SPLIT-INCOME PROPOSAL ON TOTAL IDIMAL TAX ---- __ __,__ 




Estimat~d)No. Ave. Net 1952 Ave. 
Married \1 Taxabl~ )Normal 2 ) Couple Incomel2 Tax 
Returns 
3,000- 4,000 52,745 
4,000- 5,000 33,831 
5,000- 6,000 17,507 
6,000- 7,000 9,957 
7,000- 8,000 4,346 























































































































(1) 3/4 of the total returns in each bracket are estimated as being submitted by 
married couples. 
(2) According to State Department of Revenue figures. 
(3) Each level of income in upper brackets has some revenue loss -- $488. 


















w0ulrl be greatest nercentage-wise for the middle income brackets -- those 
around $10,000 to $15,000 ad.iusted gross income. (3) The estimated revenue 
reduction to the state would be about $2,700,000 on the basis of collections 
in 1952. 
D. The Gross Income 1ax Proposal 
It has been suggested in several legislative sessions of the past 
that Colorado might well consider a gross income tax. Whether or not such 
a tax would become a substitute for either the net income tax or the retail 
sales tax or merely supplement both is of course uncertain. Actually a 
gross income tax, at least to the extent that it applies to business in-
come, is really a form of general sales taxation. 
Nature of Gross Income Tax. The gross income tax, in its comprehen-
sive form, places a tax (usually proportional rate) upon the gross income 
(without deductions) of all individuals, corporations and unincorporated 
businesses. It is sometimes called a multiple stage tax. By making no 
deductions or exemptions and by applying the tax upon every state of busi-
ness and production the revenue yield can be made extremely productive --
perhaps five times as productive as a retail sales tax with a correspond-
ing tax rate. 
However, jurisdictions utilizing the gross income tax usually confine 
the levy in several ways. It may apply to certain types of businesses 
only (Arizona); or, it may be restri~ted to individuals and corporations 
(Indiana). Another variation is to confine the tax to gross payrolls and 
unincorporated businesses (Philadelphia and many other cities in Pennsyl-
vania and Ohio). 
Extent of Gross Income Taxes. The dividing line is not always clear 
between gross income taxes and several other forms of general sales and 
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gross receipts taxes. However Table 42 lists the states which are usually 
c1assifJed as applying gross income taxes. 
Three of the six states (Arizona, Indiana, and New Mexico) have a 
comprehensive gross income tax with no separate retail sales tax. The 
other three states (Michigan, Washington, and West Virginia) utilize both 
revenue measures. It may be noted in all cases that the tax yield is very 
significant, amounting to 50 per cent or more of total state revenue in 
Indiana, Washington and West Virginia. 
City Gross Income TaxE!.!.. 
A fairly recent development of the tax has occurred in a number of 
American cities. Most of the city gross income taxes are confined to levies 
on gross income in the form of wages, salaries and receipts of unincorpor-
ated business. These city taxes are found principally in the states of 
Pennsylvania and Ohio but are spreading elsewhere. 
Legal Status of a Gross Income Tax in Color~. The occupational gross 
income tax on business (the type most frequently applied by other states) 
has been classified by the courts, along with the general sales tax, as an 
excise. Therefore, should Colorado decide to adopt this form of taxation, 
there is a possibility that 85 per cent of receipts would be earmarked by 
the old-age pension constitutional amendment. However, a law might be 
drafted, as was done in the case of the service tax (since repealed), which 















T A B L E 42 








OF TOTAL TAXES COLLECTED, 1953. 
Basis of Tax 
Manufacturing, 






0 c cupa tiona1 
Yield Yiold as a Percentage 
of Total State Tax Revenue 
$ 24,379,000 32.7% 
142,401,000 50.0 
271,766, 000(1) 46.6 
26,176,000 37.2 
139,036,000(l) 52.3 
West Virginia Occupational 64 , 7 ~ 8 , 000 ( l ) 52.2 
(1) Includes sales tax revenue, as the Census Burea.u considers both taxes 
belong to same family of taxes. 
Source: State Tax Collection, 195~, U.S. Bureau of the Census. 
T A B L E 43 
STATES APPLYING THE WITHHOLDING LEVY 10 NONRESIDENT INCOME, 1953 
Arizona Iowa New York 
California Kansas (l) Oregon 
Colorado Kentucky Vermont 
Delaware Maryland 
(l) Partial withholding only. 
Source: State Tax Guide, 195~, Commerce Clearing House. 
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E. Sta tc Income Tax 'Hit hholding 
Tax lH thholding Elsowhere. Various European countries have had a long 
and apparently successful exporienco with income tax withholding. Tax 
withholding refers to ''collection at the source." ln other words, a tax 
is collectod from the payers of income rather than from the payees. For 
example, taxes on wages are collected from the employEr rather than the 
employee, on rent, from the tenant rather than the landlord, on interest, 
from the debtor rather than the creditor and on dividends, from the corpora-
tion rather than the stockholder. Some European countries have extended 
the application of collection at the source more fully than other countries. 
One of these is England where a very comprehensive system of tax withholding 
has long been utilized. 
During the Second 'Horlrl 'Har, our Federal government initiated a plan 
of tax withholding relative to wages and salaries. Since then, substantial 
support has developed for an extension of withholding to interest and divi-
dends. However, as yet the Federal lal'! still confines collection at the 
source to tho tax on wages and salaries. However, the tax on other income 
is collected on a partially current basis, directly from the taxpayer, 
through advance estimate declarations and quarterly payment of taxes as 
thoy accrue. 
Also, a number of states have inaugurated tax withholding. The first 
such development among the states was in the form of withholding tho tax 
from inc11me goinR to nonrosidents. Tho principal reason for this kind of 
collection at the source was to reduce tax evasion -- it is difficult to 
colJ ect a tax from nonresictents even though the income is earned wi thi_n 
a state. Table 43 show~ the states (11 in number) which currently are 















The most recent state development has been to withhold the income tax 
or a portion thereof, from all wages and salaries earnod in the state. 
This payroll deduction application of the tax has been patterned after 
the Federal plan of tax withholding. 1'here are now six states with income 
tax lat1s requiring collection of the tax, on wages and salaries, from 
employers. These states, showing the dates when laws were first enacted, 
are listed in Table 44. 
The table also shows various methods applied in calculating the amounts 
of tax withholding among the six states. Three states (Vermont, Delaware 
and Kentucky) attempt to withhold the entire amount of the tax liability 
of individuals. This system, even when tax tables are employed, causes 
a considerable number of complications and does not really prevent the 
overpayment of taxes nor the need for frequently making refunds. Oregon 
requires 1 per cent and Arizona .5 per cent of wages and salaries as the 
amount to be withheld as taxes. Colorado has developed still another method. 
Here 4 per cent of the amount withheld for Federal taxes must be deducted 
for the state income tax. The Colorado plan is simple and should minimize 
over-payments and refunds. It promises to be the best all-around method of 
withholding taxes and may set a pattern for other states to foll ow. 
In addition to the payroll deduction appliod by the 1''edcral government 
and by six states, there are numerous cities colJecting their income tax 
(really a gross income tax) through the device of tax withholding. Host 
of these cities (several hundred) are in Pennsylvania and Ohio. A city's 
tax withholding plan is simplified, in most cases, because the tax is levied 




STATJ<~S lHTII PA~~!.:_~EO!LCTION PROVISIONS, PEJ~ONAL INCOME TAX, 1.954 
Dato ,'ihen 
State Arion terl Amoun._~r Wi thho.lding ---
Oregon HMH 1% of wages and salaries. 
Vermont 1951 Est:lmated total tax on wages 
and salaries. 
Delaware 1952 Estimated total tax on wages 
and salari. es. 
Colorado 1954 4% of amount withhold for 
Federal Jacome Tax. 
Arizona 1954 J of 1 J' of wages and salaries. 
Kentucky 1B5'1 Estimated total tax on wages 
and salaries. 
Source: Stat~l'ax_ Guide, 1954, Commerce Clearing !louse. 
Should tho Co.lorado Withholding 1'ax-2.!2. _ Payrolls be Extended? It has 
been proposed that tho state should withhold taxes at the source from all 
income incluriing dividends, interest, rent and royalties. Otherwise, it 
is argued, there is discrimination against wages and salaries, Perhaps a 
theoretically ideal arrangement would require the development of a completely 
comprehensive system. However, severaJ foreign countries have had but 
limited success in achieving this goal after years of experience. Moreover, 
tho Fodera] govcrnmnnt, even with its relatively high tax rates, has not 
' as yet found it advisable or expedient to extend tax withholding beyond 
wages and salarins. Porhaps there is no great injustice in confining with-
holding of tho tax to wag(is and salaries, at least while experience is 
bci ng obtained, as most income receivers are dependent upon wages and sal-
aries for either all or else pari of total earnin~s. According to Uepart-
mont of Commorce data, approximately two-thirds of t<.ltal national income 















.However, one possible compromise solution to tho problem might be to 
adopt the Ferleral plan of self-declaration of revenue with quarterly pay-
ments of taxes, other than those on wages and salaries, as the taxes accrue. 
Arguments For..2E_d Against Tax 'Withholding. Various considerations have 
imluced states to inaugurate the payroll deduction method of income tax 
collection. These considerations include several claimed advantages of 
hx wi thhol rli ng as follows: (1) It is argued that tax avoidance and evasion 
aro reduced; thus, collection of revenue is said to increase and the tax 
to become more equitable generally because of being administered more uni-
formly. This claimed reduction in evasion is said to apply especially to 
migratory workers, to nonresidents and to small income receivers. Also, 
it is argued that because there is less time elapsing between the receiving 
of income and the paying of the tax, widespread evasion by many individuals 
also may be reduced. (2) Tax '-"ithholding puts collections on a current basis. 
This arrangement yields ad~itional revenue the first year of its introduction, 
but also perhaps some additional revenue thereafter, as previously mentioned, 
due to less ovasiCJn and avoidance of the tax. Also tho current basis of 
tax collection tends to keep taxpaying ability from getting "cold" due to 
passap.;e of time. (3) It is argued that tax withholding is really a conveni-
ence for taxpayers. They pay by installments instead of a lump sum at the 
end of the year. 
Those who are opposed to income tax withholding usually present several 
arguments as folJows: (1) CoJlection at the source is sairl to be too expen-
sive for a state successfully to admini;ter, It is argued that the paper 
work required relative to collection of the tax in small amounts is not 
worthwhile. Moreover, it is pointed out that many refunds at the end of 
the year are required. (2) Employers are said to be put to an unnecessary 
expense and inconvenience because of being required to withhold the tax. 
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(3) It is argued that payrolls should not be singled out for tax withholding 
as this is discrimination; while a comprehensive system of withholding 
would be impracticable. A partial remedy for this difficulty might be the 
adoption of self-declaration of total income with quarterly tax payments. 
(4) Finally, an objection to the withholding of taxes is the fear that tax-
payers may lose a sense of tax consciousness. In other words, because 
the tax tends to become a "hidden" tax, individuals may not realize that 
they are paying it. Objection from this standpoint is mainly the fear that 
if taxpayer-opposition were to become diminished, tax rates could be too 
easily raised. 
It appears to the writer that states now utilizing the tax withhold-
ing plan have had insufficient experience with it to demonstrate either 
failure or success. However, the two states with longest experience, Oregon 
and Vermont, appear to be reasonably well satisfied with the program's 
operation. 
F. Income Tax on Oil and Natural Gas 
In 1953 the Colorado General Assembly enacted, as part of the existing 
state income tax, an amendment to the law placing a levy upon the gross 
income obtained from the production or extraction of crude oil and natural 
gas from petroleum deposits located in Colorado. 
Tax Rates. Tax rates are as follows: ---
Gross Income Rate 
Under t25, 000. • • • • • • • • • • • • • • • • • • • • • • • • • • 2% 
$25,000-100,000 ••••••••••••••••••••••••• 3% 
$100,000-300,000 •••••••••••••••••••••••• 4% 
Over ,300,000, •••••••••••••••••••••••••• 5% 
Ad valorem taxes paid during the taxable lear on gas and oil, lease-
holds and royal ties, except taxes on equipment and facilities used in pro-
















Collection of thR Tax. Producers or first purchasers must wit hl:iol d 
~1 por cont from roya1Ues. The tax .is rlue with annual return!;, while amounts 
withheld nru due ~uarterly. Credits aro given for amounts withheld. 
During the fiscal year ending June 30, 1951, total tax collections 
from the production of oil and natural r,as amounted tci $2,87J ,OOO. This 
was somowha t grea tor than the official os tima te of annua.1 revenue tu be 
nxpoctnd frorn tho tax made at the tim<J the measure was enactod. lluwovor, 
a largo portion of the tax revenue was paid under protest by oil companies 
contending that the tax was boing collected unconstitutionally. Apparently 
the issue, before it is settled, will require a decision in the courts. 
Oil and Gas Tax a Severance Tax. The tax on gross income from the 
production of oil and natural gas in Colorado is actually a severance tax 
as classified by most American states. Consequently, because of its special 
aspects and due to the fact that the revenue measure is not an income tax 
in the ordinary sense, tho Legislative Council expects later to publish 
a special report on the oil and gas production tax. 
G. The Fi,<leral Income Tax Deduc.!2:,biH ty Issue 
Taxpayers in Colorado are pormi t ted reci.procal deduct ions relative to 
their Fed!3ral and state .income taxes. ln other words, the Federal tax 
may be deducted from adjusted gross income for state tax purposes while 
the stat~ tax may be deductf3d from adjusted gross income for Federal tax 
purposes. The national government extends its deductibility feature uni-
formJ y to taxpayi:·r~ in aJ 1 states having income taxes regardless of whether 
or not the statf!S reciprocate. About half the income tax states, including 
Color~do, do reciprocate, while the other half do not. (See Table 45). It 
may be olisarved that Oelawarc, Massachusetts, South Carolina, and Wisconsin 
.1 imi t tho amount of r!Hduction pormi.ttad, while Oregon permits a full deduction 
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T A D L E 45 
PROVISIONS RP.LATING TO DEDUCTION FOR FEDERAL INCOME TAXES 
State 
A 1 allam.a 
Ari?.ona 
Arkansas 




Allow Deduction for 
Fe,leraJ Income Taxes 
















District of CoJumbia No No Oklahoma 
Georgia Yes Yes Oregon 
Idaho Yes Yes Pennsylvania 
Iowa Yes Yes Rhode Island 
Kanirns Yes Yes South Caro1ina 
Kentucky Yes Yes Tennessee 
Louis:ic1na Yes Yes Utah 
Marylanrl No No Vermont 
Mas~achusetts No Yes <2 ) Virginia 
Minnesota Yes Yes lHsconsin 
Mississippi No No 
(1 ~ Limited to $300. 
(2 Limited to Fencra1 taxes actually paid on business income. 
(3) Limited to $500. 
(4) Limited to 10% of not income. 
(5) Limited to 3% of net income. 
Source: State Tax Guide, 1954, Commerce Clearing House. 
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Allow Deduction for 
Federal Income Taxes 


























for individuals but denies any deduction for corporations. 
Advantages and Disadvantages of Permitting No Deduction for Federal 
Income Tax. It has been argued that those states which do not permit recip-
rocal deduction of the income tax have certain advantages over those states 
which do. The possible advantages and disadvantages of the unilateral as 
opposed to the reciprocal arrangement are listed below: 
(1) State income tax revenue increases without a corresponding increase 
of total tax liability for income taxpayers in the state. This is because 
the amount of Federal income tax liability is reduced as the state tax in-
creases. The effect upon both revenue and tax liability for selected income 
levels is shown in Tables 46 and 47. It may be seen that in the higher 
brackets extra revenue may be obtained, in effect, with "twelve to fifteen 
cent" dollars. 
(2) Another claimed advantage of unilateral deductibility is that a 
regressive tax rate is thus avoided. ~hen Federal taxes are deducted from 
income before calculating the state tax (reciprocal deductibility), the 
relatively large deductions from the larger incomes make the state effective 
rate actual1.y regressive. In other words the effective rate declines as 
the income increases. This situation for Colorado is shown in Table 48. 
AlthouRh Colorado law provides for income tax rates advancing to a maximum 
of 10 per cent (less 1/5 in 1954) on incomes over $11,000, the table indi-
cates that effective tax rates advance to a maximum of about 4 per cent 
on $20,000 incomes and then decline to 2 per cent on $1,000,000 incomes. 
(3) Finally, it is argued that with the unilateral arrangement not 
only is a greater amount of state revenue obtained but yields are said to 
he morP stable. This is because the level of state revenue is less depen-
dent upon what particular Federal rates happen to be from year to year. 
The principal argument against denying the right to deduct F'ederal 
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T A B LE 46 
CUMBINEU F'EDERAL AND STATE INCOME TAX LIABILITY IN 001.0RADO, 
SHOWING EFFECTS OF UNILATERAL AND RECIPROCAL DEDUCTIBILITY(l) 
Federal Tax 
Income( 2 ) 
Assurning No 
Net State Income 
Tax 





Effective With Reciprocal Deductions< 3) 
Rate Effective 


















Assuming Unilateral Deduction<4 ) 
Federal Colorado Combined Effective Rate (Per Cent l 
$ 3,000 $ 356 $ 18 $ 374 12.4 
5,000 749 52 801 16.0 
20,000 4,563 1,016 5,579 27 .9 
100,000 46,233 7,416 53,649 53.6 
1,000,000 699,172 79,416 778,588 77.9 
(1) Married couple in Colorado with no dependents. The Federal and Colorado 
rates and exemptions are for 1954. 
(2) Net income before exemptions and before deduction for income taxes. 
(3) The Federal income tax deductible from net income for state income tax 
calculation and vice versa an algebraic equation with 2 unknowns is utilized 
• in making calculations. 
(4) This would be the situation if Colorado discontinued permitting deduction 






income taxes is that although incomes are taxed regressively b;y the state 
(under reciprocal provisions), if stato and Federal taxes combined are con-
sidered, the effective rate on incomes is progressive (Table 46). Thus, 
there i.s frequontly the objection expressed that by removing the reciprocal 
provision, the total effective rate b~comes too high on the middle and 
upper levels of income. 
Estimated Additional Revenue If Federal Income Tax Ded~n Were To 
Be Dropped. Should additional state revenue be required in the future, 
dropping the Federal income tax deduction for the state tax might well be 
considered along with other alternative revenue proposals. 
On the basis of actual tax collections in the calendar year 1953, addi-
tional revenue estimates for the personal income tax are shown in Table 49. 
Calcu1 a Hons in the tab1 e were made for the various incane levels. The pro-
cedure followed 1-1as to calculate the average net taxable income before and 
after deduction of the Federal income tax (columns 4 and B ). The Colorado 
normal income tax was then calculated upon the basis of each tax base (before 
and after the Federal deduction) (see columns 5 and 9). After multiplying 
each set of figures by the number of returns filed (columns 6 and 10), the 
estimated additional normal tax revenue was calculated (column 11). This 
total additional of $8,131,187 for all income levels is a surprisingly large 
a mount. As Federal taxes were reduced 10 per cent, beginning January 1954, 
the estimate of $8,131, 187 should be revised downward by 10 per cent for 
the current period (1954). Of course other factors affecting both Federal 
and state tax liabilities in the current period in contrast with 1953 could 
change the reJiahility of the estimate. 
Also to he incJuded in the calculation of additional revenue if the 
Fenora1 jncome tax deduction were discontinued is the estimate of additional 
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T A B L E 47 
ESTIMATED ADDITIONAL STATE REVENUE AND ADDITIONAL TAX LIABILITY IF 
FEDERAL INCOME TAX DEDUCTION WERE DROPPED, SELECTED INCOME LEVEl.S FOR 
MARRIED COUPLE WITH NO DEPENDENTS (COLORADO, 1954) 
Net Income (l) 
Additional ( 2 ) Additional (2 ) Net Cost to Taxpayer Per 
State Revenue Tax Liabili~ ! Additional. Revenue 
$ 3,000 $ 3 $ 1 33¢ 
5,000 8 5 62¢ 
20,000 230 190 82¢ 
100,000 3,649 440 12¢ 
1,000,000 59,208 8,911 15¢ 
(1) Before exemptions and before deduction for income taxes. 
( 2) Calculated from Table 46. 
T A B LE 48 
EFF~~CTIVE RATE OF CU LORADO STATE INCOME TAX BY SELECTED INCOME L!j;_VELS, 1954 



















(1) Net income of married couple with no dependents. Net income before deduction 
for Federal taxes or personal exemptions. 












































T A B L E 49 
~LORADO PERSONAL INCOME TAX: ESTIMATED ADDITIONAL REVENUE IF FEDERAL 
~ME TAX DEDUCTION WERE DROPPED, BASED UPON COLLECTIONS IN CALENDAR YEAR 1953. 
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(1) Incomes below $1500 are not included as additional revenue would be insignificant. ~ 
(2) Data obtained from Colorado Department of Revenue. 
(3) Obtained by adding average net taxab]e income (column 4) and average Federal 
(4) Obtained by subtracting column 6 from column 10. 
(5)·For incomes below $8,000 figures were not available, therefore calculations 
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income tax (column 7). 
were m~rie without them. 
Normal Tax if 
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Tax Collections1Normal Tax 
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yield of the income tax on corporations. This estimate is obtained more 
easily. As the Colorado tax rate is not pro~essive but uniform (4 per 
cent in 1954), all that is necessary is to multiply the amount of Federal 
income taxes naid by Colorado corporations by this rate of 4 per cent. 
Unfortunately, the late~t Federal fiRures for corporations is 1949. However, 






















T A B L E 50 
COLORADO CORPORATION INCOME TAX: EFFECT OF FEDERAL INCOME TAX DEDUCTION 
Federal Corporation Income taxes pa:id in 1949 ••••••••••••••••• $57,340,000( 2 ) 
4% (Colorado rate)(l)•••••••••••••••••••••••••·••••••••••••••· .04 -----
Estimated additional Revenue ................................... $ 2,293,000.00 
(l) Di sre~ard.ing tho rate of 6% on financial institutions. 
(2) Statisti.cs of Income for 1949, Part II. :U.S. Treasury Department. 
Thus the estimate of addi tio·nal revenue for the current. year (1954) 
is as follows: 
From individual income tax •••••••••••••••••• $8,000,000 
Less 10%............................... aoo,ooo 
$7,200,000 
From corporation income tax .•.....•....•.... 2,300,000 
TOTAL ••••••••••••••••• $9,500,000 
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